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‘ The primary objective of this exploratory study was to investigate the perceptions and preferences 


l 


' of customers regarding the background music in a coffee shop setting. Specific secondary 
objectives focused on aspects such asthe role of music to contri bute towards the total store 
atmosphere, and whether customers prefer live music to pre-recorded music. It hypothesizes 
that male and female patrons have different preferences regarding the playing of romantic 


music. 


A non-probabiity area sampling method was used as the patrons who visited the selected 
coffee shop at that point in time were requested to participate in the study. In total 120 


respondents completed the questionnaire. 


The results show that patrons prefer live music to pre-recorded music and that male and 
female customers do not differ significantly with respect to preference for type of music played 

1 in coffee shops. It was also found that certain mustcal instruments (e.g. the clarinet) could be 
- annoying to some customers. The managerial implications for managers are listed and directions 


. for future research are offered. 


INTRODUCTION 

Most studies focusing on the effects of 
music in service environments have its 
roots in the concept of atmospherics, 
introduced by Kotler (1973). Although 
authors may differ in defining the concept 
(Kotler, 1975; Yalch and Spangenberg in 
Levy and Weitz, 2001), there is general 
agreement that music is one of a range of 
physical environmental dimensions that 
can influence the behaviour of customers 
within the service environment Oordaan 
and Prinsloo, 2001; Oakes 2000; Herrington 
and Capella, 1996; Baker, Levy and Grewal, 
1992). According to Levy and Weitz 
(2001:490) the objectives of the retailer's 
communication programme, namely to 
inform, remind and persuade customers, 
will best be achieved when the elements 
of the retail promotion mix (advertising, 
public relations, sales promotion, sales 


people, store atmosphere and visual 
merchandising) is utilised and applied in 
a synergistic manner. Store atmosphere 
includes aspects such as odours and scent, 
air temperature, lighting, decor and colour, 
and music and sound. 

Berman and Evans (2001) emphasise 
the importance for retailers to establish, 
communicate and maintain the firm's image 
in order to position it in the customer's 
minds. According to these authors 
numerous factors contribute to a retailer's 
image, for example, customer service, store 
location, price levels, community service, 
sales promotion, and attributes of physical 
facilities (atmosphere). Store atmosphere 
can be divided into four key elements: 
exterior, store layout, interior (point-of- 
purchase displays), and general interior. 
The latter, according to Berman and Evans 
(2001:604) includes various elements 
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that affect customers’ perceptions, such 
as colour, lighting, fixtures, temperature, 
merchandise, cleanliness, and sound 
(including music). Retailers realise the 
importance of music aS a means to 
differentiate the store from competitors 
and to maximize store image (Sweeney and 
Wyber, 2002). 

Based on Baker's (in Herrington and 
Capella, 1994) framework for store design 
(which identifies three dimensions of the 
store environment, namely the social 
dimension, the design dimension and the 
ambient dimension), Martineau (in Sullivan 
and Adcock 2002:149) offers another 
viewpoint on the concept of atmospherics: 
“a store's personality is that way in which 
the store is defined in the shopper’s mind, 
partly by its functional qualities and partly 
by an aura of psychological attributes”. 
The ambient element in a store's design 
can then be viewed as part of that aura 
of psychological attributes, and according 
to Martineau “it is from this beginning 
that the field of atmospherics or the 
manipulation of the ambient dimension 
developed.” Sullivan and Adcock (2002:150, 
156) are of the opinion that atmospherics 
comprises of the following elements: visual 
(colour, lighting); olfactory (scent); tactile 
(temperature); taste (taste sensations); 
and aural (volume, pitch, tempo). Music 
is considered as the key aura] element 
because the identification and control of 
other types of sounds in an environment is 
almost impossible. 

Retailers realise the importance of music 
and also that the playing of music in itself is 
not enough. The music needs to be applied 
to differentiate the store from competitors 
and to maximize store image rather than 
serving as a distraction to shoppers (Reda, 
1998), 


OBJECTIVES OF THE ARTICLE 


Some researchers have suggested that the 
results of studies examining the effect of 
music On consumer responses (e.g. time 


spent in a store or expenditure) may have 
been largely due to musical preferences 
rather than the musical characteristics, 
such as tempo and volume (Herrington 
and Capella, 1996). The findings of a study 
done by Sweeny and Wyber (2002), to 
determine the effects of music on consumer 
perceptions and behavioural outcomes, 
indicate that consumers’ liking of music 
played a major role in explaining their 
emotional states and cognitive processes. 
Thirty years ago Kotler (1975:219) stated 
that restaurants recognize that customers 
select these outlets as much for their 
atmosphere as for their cuisine, and 
restaurants are therefore investing heavily 
to achieve surroundings that will attract 
and excite customers. 

The restaurant industry in South Africa 
has lately developed into a large and 
competitive industry; many offering almost 
identical cuisine and services to their 
customers. In order to survive, restaurant 
owners have to be innovative and 
differentiate their service-scope to attract 
customers. As an atmospheric tool, playing 
the right type of music can contribute 
towards gaining a valuable competitive 
advantage. The first question that comes to 
mind is whether there should be any music 
at all, and whether customers would even 
recall that music was being played when 
leaving the store. 

The main aim of this article is to report 
the findings of a study done to determine 
customers’ perceptions and attitudes 
towards music as an atmospheric influence 
during their visit to a popular informal 
coffee shop in an up-market suburb of 
Pretoria. More specifically, the study 
wanted to determine if respondents in 
different age groups spend more time in 
the coffee shop due to their liking of the 
music being played, and if male and female 
patrons differ in their preferences to listen 
to romantic and live music in the shop. 
The study also tested customer preferences 
towards different genres of music. 
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LITERATURE REVIEW 
Effects of music on human responses and 
consumer shopping behaviour 
An extensive body of research has 
investigated the effect of different music 
characteristics, such as tempo, pitch 
and texture on affective responses such 
as appeal, attitude, affect and emotion. 
For a summary of some of these studies, 
refer to Bruner (1990), Mehrabian and 
Russell (1974) suggest that environmental 
stimuli, in this case background music, 
elicit certain emotional responses, namely 
pleasure, arousal and dominance, which 
in turn mediates a variety of “approach- 
avoidance” behaviours. Kellaris and Rice 
(1993:18) called for research to focus on 
which particular musical components 
produce or encourage the thoughts and 
feelings responsible for desirable outcomes. 
Overall, past research relating to tempo 
and genre has shown that in general, fast 
music is considered more arousing than 
slow music, and also more pleasurable 
than slow music (Bruner 1990, Kellaris and 
Kent, 1991). Another study by Kellaris and 
Kent (1994) found that classical music was 
regarded as more pleasant than pop music. 
Sweeny and Wryber (2002:52) state 
that music has been found to affect the 
extent of certain behaviours in a store 
environment. Milliman (1982) examined 
the effect of tempo of background music 
in a supermarket, finding that the in-store 
traffic was significantly slower and sales 
were significantly higher with slow music 
than with fast music. In the restaurant 
context, Milliman (1986) found that 
slower tempo music resulted in customers 
staying significantly longer in a restaurant 
and spending more on alcoholic beverages. 
Herrington and Capella (1996), in contrast, 
found no support for the effects of tempo 
and volume of music on shopping time 
and expenditure. Playing the right type 
of music may influence shoppers to buy 
more expensive brands (Agmon 1990). 
The study reported in this article did not 
trv to manipulate musical characteristics 


such as volume and tempo (due to the 
practicability of such an experiment), but 
rather tested the overall behavioural effects 
of the current coffee shop music on the 
customer. 

Consumers also use environmental cues, 
such aS music, in cognitive processing, 
when predicting or evaluating the value 
of an offering by both goods and service 
retailers. While it is known that consumers 
infer merchandise quality based on 
the retail store environment, including 
music, using the retail environment to 
infer service quality is far less discussed 
(Baker et al. 1994). According to Bitner 
(1992:63) “people may use their beliefs 
about the service-scape as surrogate 
indicators in forming beliefs about service 
quality”. Yalch and Spangenberg (1993) 
investigated how consumer perceptions, 
including perceived “friendliness” of the 
store, varied with respect to different types 
of music, and posited that music had no 
effect on shoppers’ opinion of the store 
and its merchandise. Similarly, Milliman 
(1986:86) found that a significant number 
of customers surveyed after leaving a store 
do not recall that music was being plaved. 


The role and value of music in the retail 
environment 

Herrington and Capella (1994:50) suggest 
that restaurant and coffee shop owners can 
maximize their profitability by meeting 
three primary objectives: getting an 
optimal number of consumers into the 
establishment; building and encouraging 
long-term consumer relationships; and 
by providing a positive in-store shopping 
experience (ISE) for their clients (Terblanche 
and Boshoff 2002; Berman and Evans 1998). 
How can music be utilized to achieve this 
goal? 


Background music and store selection 

The degree to which retail atmosphere 
influences a consumer's store selection 
decision varies according to the types of 
products and services provided by the 
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retailer (Kotler, 1973). For some retail 
operations such as nightclubs, bars and 
discotheques, atmosphere may serve as one 
of the primary consumer selection criteria. 
Atmosphere can help define a retailer's 
image (Ward et al. 1992) and background 
music can be an important component 
of retail atmosphere (Langrehr, 1991; 
Milliman, 1982). Because of its potential 
impact on atmosphere, background music 
may influence choice between stores of the 
same type (Baker et al., 1992). Consequently, 
playing the appropriate background music 
may help a retailer to develop a desirable 
atmosphere, which in turn contributes to 
the image of the retailer and consumer 
store choice (Zillman and Bhatia, 1989). 


Relevant characteristics of background 
music 

Given the potential benefits of background 
music, a retailer might be prompted to 
ask, “What type of music should I be 
playing?” The answer to this question is 
not straightforward. Given the potential for 
influence and profitability, it is important 
to understand the nature of music and the 
specific musical characteristics, which are 
purported to elicit behavioral responses. 
More specifically, retailers need to be aware 
of the specific manipulable characteristics 
of music and how these factors can 
influence shopping behaviour. However, of 
all the things we know about background 
music we probably know the least about 
characterising effective background music. 
From the musical literature (Herrington 
and Capella, 1994:54) two general 
categories of musical characteristics can 
be identified: structural (physical) and 
affective (emotional). In addition to specific 
characteristics of music, retailers should be 
aware that several factors might moderate 
the effects of any one of the structural or 
affective characteristics on behaviour The 
structural characteristics of music are the 
objective and observable qualities of a 
musical composition. Six of the primary 
structural dimensions of music are: tempo, 


volume, mode, pitch, rhythm and harmony 
(Bruner, 1990). There is some evidence 
to suggest that any one of the various 
structural components in isolation is 
capable of eliciting specific musical effects. 
Research conducted in retail environments 
indicates that shoppers spend less time, but 
not less money, in a retail establishment 
when the volume of the background music 
is relatively loud (Smith and Curnow, 
1966) and that shoppers spend more time 
and sometimes more money in a retail 
establishment when the tempo is relatively 
slow (Milliman, 1982, 1986). Previous 
research in a restaurant environment 
by Roballey et al. (1985) found that fast 
tempo (122 BPM) music significantly 
increased diner eating speed in terms of 
bites per minute. Higher tempos and high 
rhythmic content also lead to an increase 
in physiological arousal (Verark and Ely, 
1993), which is associated with approach- 
avoidance behaviours (Mehrabian and 
Russell, 1974). In a study by Kellaris and 
Altsech (1992) it was found that listeners 
prefer tunes composed in major rather 
than minor modes. 

While the effects of 
characteristics as tempo, volume and 
mode on consumer behaviour would 
seem to be widely supported, one major 
musical dimension is often overlooked: 
the listener's affective evaluations of the 
music. Typically, only the musician is 
cognisant (aware) of the precise levels of 
the physical characteristics (e.g. tempo, 
volume) of a musical composition. To the 
average listener, music is not an objective 
fact. Instead, music is defined in terms of 
the meaning assigned to it by the listener, 
which is determined in part by the observer's 
musical culture (Wright, 1975). A listener 
assigns meaning to a song, regardless of 
structural characteristics, on the basis of 
his or her musical culture, which refers 
to a collection of musical experiences. 
Members of society influence these musical 
experiences — more specifically, and perhaps 
more significantly, by family members, 


such musical 
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peers, and the mass media. Because of the 
significance and impact of social approval on 
an individual's values of all types, it stands 
to reason that peer and preference groups 
may have the most influence on musical 
tastes (Wright, 1975). As stated earlier, this 
study merely tested whether respondents 
had a preference for a certain genre, which 
could in turn have been ascribed to an 
emotional or affective connotation to a 
certain composition of music. 


Selecting the appropriate background 
music 

The limited number of research studies 
done in this field does not make the 
selection of background music for a coffee 
shop or any other service setting a difficult 
task. Herrington and Capella (1994:57) 
identify three factors to consider before a 
final choice on background music is made. 
« Aretailer must carefully define the selected 
target market and the demographic 
details of this market, for example: 
age, income, Marital status, education, 
gender, and ethnic background. Most 
of this information can be obtained by 
examining customer data and/or by 
conducting market research. Efforts 
should be made to also determine the 
ethnic characteristics of target segments. 
Musical tastes vary by culture (Wright, 
1975), and culture often varies by ethnic 
background. Herrington et al. (1994:59) 
emphasise the fact that background music 
should reflect the ethnic background of 
shoppers. This is particularly important 
for the South African scenario where 
(especially after 1994) shoppers from 
a particularly wide variety of cultural 
backgrounds are frequenting coffee 
shops and restaurants more regularly. 
Retailers must also ensure that the 
selected background music fits the image 
which the store or coffee shop wants to 
convey. In order to do this, they must 
determine the most appropriate type of 
music to play based on customer and 
Store characteristics. There are numerous 


examples of providers who use music 
to help create atmospheres that are 
consistent with their service offerings. 
Restaurants offering international menus 
(e.g. Mexican, Chinese, Italian, and 
French) often play music of the country 
of origin. Other restaurants specialising 
in a particular type of cuisine also use 
music in a similar fashion. Some BBQ 
restaurants play either rhythm and blues 
or country and western, depending 
on the theme, to create an ethnic 
atmosphere (Herrington and Capella, 
1996:37). South African coffee shops 
have, aS a rule, not taken to the idea of 
playing or performing African music, 
but some restaurants have moved in that 
direction. Long before the introduction of 
African rhythm to restaurants, however, 
diners were called to the “boma” by the 
sound of African drums - a prelude toa 
wonderful meal of succulent meat with 
traditional side dishes of vegetables and 
pap. Foreign visitors often remark on the 
eerie sound of the drums, the scent of 
the sweet indigenous wood fire mingling 
with the earthiness of the food, and the 
experience of dining out under the stars 
of the African sky - a unique sensory 
experience creating a lasting memory. 

¢ When selecting the music to be played, 
Herrington and Capella (1994) suggest 
that the following aspects should be 
considered: First, preference for any given 
tune or music tends to be closely related 
to familiarity. The more familiar the 
listener is with a tune the more probable 
it is that (s)he will like it, according to 
issman and Neimark (in Herrington and 
Capella, 1994), Second, music preference 
tends to increase with the number of 
exposures up to a point after which the 
preference begins to decline with each 
suCCeSSIVE EXPOSUTE, 


Hypotheses 

For centuries music has been known to 
have a powerful effect on human behaviour 
(Sweeney and Wyber, 2002). In the social 
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science context, music is particularly known 
for its effectiveness in triggering moods, 
and in the marketing domain, music has 
been shown to affect consumer behaviour, 
particularly shopper behaviour and the 
time they spend in the shop. (Herrington 
and Capella, 1996; Milliman, 1982, 1986). 
Therefore the following hypothesis is 
proposed: 

Hol: Respondents in different age groups 
who like the background music in the 
coffee shop do not differ significantly with 
respect to the time they spend in the shop 

Hal: There is a significant difference 
between respondents in different age 
categories with respect to the time they 
spend in a coffee shop due to their liking of 
the background music. 

Research has shown that response to 
music tends to vary by gender. According 
to Stipp (1990), female patrons normally 
tend to prefer slower, softer music, while 
males prefer louder, faster music. It is 
assumed that males would prefer to listen 
to live music while females would prefer to 
listen to romantic music. In this regard the 
following hypotheses are proposed: 

Ho2: No significant differences exist 
between males and females with regard 
to their preferences to listen to romantic 
music in a coffee shop. 

Ha2: There is a significant difference in 
the preferences of male and female patrons 
to listen to romantic music in a coffee 
shop, and 

Ho3: No significant differences exist 
between males and females’ preferences to 
listen to live music in a coffee shop. 

Ha3: There is a significant difference in 
the preferences of male and female patrons 
to listen to live music in a coffee shop. 


METHODOLOGY 

Sampling and data collection 

For the purpose of this exploratory study 
it was decided to tollow a non-probability 
area sampling approach. Due to a limited 
budget one Honours Marketing student 
acted as a field worker who targeted 


patrons who visited the selected coffee 
shop. The data was collected by means of a 
self-administered questionnaire, which was 
handed out to a total of 120 respondents. 
This rather small sample allows for the 
possibility of sampling and survey errors, 
for example accuracy and precision, as 
mentioned by Cooper and Schindler 
(1998:217). Future studies should address 
this shortcoming. 

During the study, the musical variables 
(such as tempo, volume, genre) were 
not manipulated in any way due to the 
impracticality of such an experiment. 
Therefore this study had an ex post 
facto design. The customers received the 
questionnaire (which was field-tested prior 
to the study) just after they had placed an 
order with the waitron. The data gathered in 
the questionnaire was statistically analyzed 
in order to test the hypotheses. 


FINDINGS 

Descriptive statistics 

Sixty one percent female and 39 % males 
completed the questionnaire. The ages of 
the respondents were evenly spread among 
the four categories (28% in the 18-25 age 
group; 23% in the 26-35 age group; 25% in 
the 36-50 age group; and 24% in the above 
50 age group). A disappointing aspect of 
the study is the fact that only 3% of the 
sample consisted of non-white customers, 
while 72% white Afrikaans speaking and 
25% white English speaking respondents 
participated in the study. Forty percent of 
the respondents said they visit the coffee 
shop less than once a week, while 25% of 
the respondents visit the coffee shop three 
or more times a week. 

The findings on the question posed to 
patrons to rank the seven genres of music 
(jazz, rock, classical, gospel, romantic, 
heavy metal, and kwaito) in their order of 
preference, indicated that classical music 
was the most preferred genre, followed 
by romantic music and jazz. Table 1 
contains the means, standard deviations 
and reliability results for the items used 
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Table 1: Reliability results of customer perceptions of background music 


rr 


| The background music is relaxing 


Stay longer when this music is played 


1.920 1.300 9162 


This music should be played more often 


Should play more romantic music 
Romantic music makes dining more fun 
Prefer romantic music to other styles 
Should have more live music | 
Prefer coffee shops with live music 

Live music will enhance the atmosphere 


Spend more time here when there is live music 


in a seven-point Likert scale questionnaire 
(1=totally agree and 7=totally disagree). 

The results in Table 1 confirm that 
the instrument for the evaluation of the 
total data set resulted in very satisfactory 
reliability test results. The internal 
consistency (Cronbach's alpha) for the first 
five scale items (time spend by four age 
groups) was .9329; the reliability for the 
scale items regarding male and female's 
preferences for romantic music was .9093; 
and for male and female’s preferences to 
listen to live music .9648. 


Inferential statistics 


With regard to H1, a visual inspection 
of histograms and normal probability 
plots, indicated that the variables in 
the questionnaire did not have normal 
distributions. Consequently, the non- 
parametric Kruskal-Wallis test was used to 
test for significant differences across the 
four age groups with respect to the time they 
spend in the coffee shop due to the liking 
of the background music being plaved. 
The results indicated (at a significance 


[320 | 90 | aim] 





level of 0.05) that there is not a significant 
difference in the mean scores of the four 
age groups (p= 0.208). Hypothesis 1 was 
therefore not accepted. 

The same procedure (tests for normal 
distributions) as described above was 
followed for Hypotheses 2 and 3. For 
H2 it was also necessary to use a non- 
parametric test (the Mann-Whitney U 
Test) to determine whether significant 
differences exist between male and female 
respondents’ preferences with regard to 
their liking of rormantic music being plaved 
in the coffee shop. Instead of comparing the 
means of the two groups as in the case of 
a t-test, the Mann-Whitney U Test actually 
compares medians. It converts the scores 
on the continuous variable to ranks, across 
the two different groups. It then evaluates 
whether the ranks for the two groups 
differ significantly. The results of this test 
Showed that there was not a significant 
difference between the two groups with 
regard to their preferences to listen to 
romantic music (p=0.516). Hypothesis 2 
was therefore rejected. The Mann-Whitney 
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Table 2: Results of non-parametric hypotheses tests 


H1: Preferences of respondents in four age categories with 





respect fo the time they spend in a coffee shop 


H2: Preferences of male & female patrons to listen to 


romantic music in a coffee shop. 


H3: Preferences of male & female patrons to listen to live 


music in a coffee shop. 


U Test was also used to test whether 
Significant differences exist between male 
and female respondents’ preferences with 
regard to the use of live musicians instead 
of pre-recorded music while visiting the 
coffee shop. Likewise, the results indicated 
that there was not a significant difference 
between the two groups with regard to 
their preferences to listen to live musicians 
(p=0.555). Table 2 provides a summary of 
the results of the non-parametric tests used 
to test the hypotheses. 


CONCLUSION 

The work done by Herrington and Capella 

(1996) served as a basis to develop a scale 

for the study, as the existing literature 

could not provide scales that suited this 
speciic study. Although the reliability 
tests were satisfactory, some problems were 
encountered when tests for normality were 
executed. Future studies should endeavour 
to increase the sample size, and also include 

a more balanced racial distribution in the 

sample. It is also recommended that more 

coffee shops be included in future studies 
to enable the researcher to compare the 
findings of various target groups. 

Derived from the findings of this study 
are some managerial implications for coffee 
shop owners and other retail enterprises: 

e As one of the dimensions of atmospherics, 
music contributes towards the creation 
of an environment that enhances the 
customers’ in-store shopping experience; 
playing the right music for a specific 
retail shop can elicit certain emotional 





Kruskal-Wallis 0.208" 


responses or moods in customers that 
could lead to an increase in satisfaction 
with the store, repeat visits and enhancing 
store loyalty. 

« The fiercely competitive environment 
in which many retail organizations 
find themselves compel managers to 
differentiate their service-scope in order 
to survive. This implies the need for 
thorough research to determine, for 
example, the demographic profile of the 
patrons who visit the store and also what 
their specific music preferences (classical 
ot blues, and live musicians or pre- 
recorded music) are, 


The importance of music in restaurants (or 
more specifically coffee shops) has not been 
thoroughly researched locally. In the South 
African context therefore, future research 
could focus on the following: 

¢*A sample of the same respondents’ 
opinions regarding the background 
music of different coffee shops could be 
examined. 

*e Researchers could investigate the 
perceptions of respondents from different 
ethnic backgrounds, and the effects that 
this may have on restaurant/coffee shop 
selection. 

« More in-depth (experimental) research 
should be done on the effects of har- 
mony, pitch, melody and other musical 
characteristics on customers’ emotional 
responses. 

« Customers are not the only people affected 
by music in a coffee shop. Future research 
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may examine the effects of music on the 
employees of coffee shops and the extent to 
which it impacts on their productivity and/or 
emotional well-being. 
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ABSTRACT 


: The acceptance of the customer perceptions of value equity conceptual model as advocated by 
| Zeithaml (1988), and further refined by Rust, Zeithaml & Lemon (2000), requires confirmation 
| that it actually measures the value equity construct. This research study attempts to confirm the 
, Structure and dimensionality of Rust et. al.’s concept of value equity, using a confirmatory factor 


A three first-order model (price, quality and convenience) seemed to be consistent with the 


conceptual and empirical research of the value equity construct. Management and marketing 
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analysis, within the internet music retail environment. Several alternative models were tested. | 
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, professionals can begin to use the construct as a valid and reliable measure of customer’s 
, perceived value of a product or service. The implications for future research are also outlined. 
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INTRODUCTION 


Customerperceptionsofvalueareconsidered 
the “kevstone of the customer’s relationship 
with the firm” (Lemon, Rust & Zeithaml, 
2001: 22). Measuring the structure and 
dimensionality of customer perceptions of 
value are important conceptual issues that 
have received considerable attention in 
the literature (Zeitham!, 1988; Gale, 1994: 
Oliver, 1997; Rust, Zeithaml & Lemon, 
2000; Swait & Sweeney, 2000; Sweenev & 
soutar, 2001; Petrick, 2002; Rust, Lemon 
& Naravandas, 2005). Probably the most 
well known conceptual model of perceived 
value was advocated by Zeithaml (19885), 
and further refined by Rust et. al. (2000). 


This refinement of the earlier work of 
Zeithaml! introduced the concept of value 
equity and its key role in determining 
actual behaviour outcomes.’ The three 
dimensions of value equity being: quality, 
price and convenience. This conceptual 
model has largely been refined through 
exploratory studies or replications using 
exploratory techniques. 


PURPOSE 


The acceptance of this conceptual model 
requires confirmation that it actually 
measures the value equity construct. The 
primary goal of this research studv is to 
confirm the structure and dimensionality 


1 According to Lemon, Rust and Zeithaml (2001) 
value eauity is just one o7 three drivers of cus- 
tomer equity. The other two drivers of customer 
equity are brand equity and relationship equity. 
While these drivers work both independently and 
collectively, within each driver are specific levers 
tnat can augment customer equity. This research 
study Only addresses the value eauity driver. 
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of Rust et. al.’s concept of value equity. 
Confirmatory factor analysis will be used 
to test the structure and dimensionality of 
value equity. New sample data, from the 
music retail industry, is collected to test the 
validity and reliability of the construct. The 
music retailindustry is currently undergoing 
a major transformation from distributing 
music through traditional retail stores to 
a number of different digital distribution 
channels (i.e. internet downloads and peer- 
to-peer digital file-sharing) so providing 
an opportunity to collect data from a 
completely new distribution channel. 


CUSTOMERS PERCEIVED VALUE 


The early research by Zeithaml (1988) on 
customer’s perceived value of a product or 
service laid the foundation for numerous 
Studies that developed multidimensional 
scales for the measurement of customer's 
perceived value. While Zeithaml’s carly 
research focused on the relationships 
between price, quality andvalue, subsequent 
research developed scales for price, quality 
and other items that determine perceived 
value. Some of the more recent scales have 
been developed by Swait & Sweeney (2000), 
Rust et. al. (2000), Sweeney & Soutar (2001), 
and Petrick (2002). 

Swait & Sweeney (2000) refer to the 
concept of ‘value orientation’ which could 
be thought of as the innate attitude of 
customers towards obtaining a low price, 
high quality or a combination of both. 
Sweeney & Soutar (2001) developeda 19-item 
measure to assess customers’ perceptions of 
the value of products. This 19-item measure 
covered four distinct value dimensions that 
moved beyond just price and quality to also 
include emotional and social dimensions. 
Petrick (2002) developed a 25-item measure 
to assess Customers’ perceptions of the value 
of services. This 25-item measure covered 
five distinct value dimensions including 
monetary price, behaviour price (search 
costs and convenience), quality, emotional 
response (joy received from purchase) and 
reputation. 


As mentioned in the introduction, the 
concept of value equity as put forward 
by Zeithaml! (1988) and refined by Rust 
et. al. (2000) is probably the most well 
known concept in determining customer’s 
perceived value. Rust et. al. (2005) urge that 
value equity is likely to have some level of 
importance to customers when innovative 
products and services are introduced. 
There is no doubt that the music industry 
is currently facing a number of innovative 
distribution channels, requiring customers 
to learn and understand new ways of 
acquiring music. These new distribution 
channels will contain an element of risk for 
the Customers, 50 requiring the customer to 
spend more time comparing the different 
channels. In so doing the customer spends 
more time evaluating perceived value. This 
makes the new distribution channels in the 
music retail industry an ideal source of data 
to confirm the value equity construct. 

Rust et. al. (2005: 268) contend that 
customers could generally define value in 
four ways: 

1. Low price 

2. Whatever a customer wants in product 

3. The quality the customer gets for the 
price the customer pays 

4. What the customer gets for what the 
customer gives up, including time and 
effort. 


The first definition equates low price with 
value, While price is important in defining 
value, more recent studies have shown that 
it is not the only factor in determining 
value (Swait & Sweeney, 2000; Sweeney & 
Soutar, 2001; and Petrick, 2002). 

According to Zeitham] (1988) the 
second definition is essentially the same 
as the economics definition of utility (i.e. 
individual welfare), that is, a subjective 
measure Of satisfaction. This would imply 
that customer value is a uni-dimensional 
construct that is measured by summating 
customer's individual items to obtain a 
total score for Value (or utility). 

The third definition conceptualises 


Factor Analysis of Customer Perceptions of Value Equity in the Internet-music Retail 13 


customer value as a transaction trade-off 
between a ‘give’ component, price, and a 
‘get’ component, quality. This would imply 
that customer value is a two dimensional 
construct. The trade-off or relationship, 
however, between price and quality is a 
contentious issue as there seems to be 
no clear evidence in the literature that a 
positive trade-off exists (Zeithaml, 1988). 
The fourth definition conceptualises 
customer value as a transaction trade- 
off between all relevant ‘give’ and ‘get’ 
components. Zeithaml’s definition of value 
equity builds on this fourth definition 
to imply that value can also include a 


Figure 1: The Three Dimensions of Value Equity 
INTOOO1 Product Quality 


INTOO01: Product Quality 
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=turce: Adapted from Rust et. al. (2000: 72-73). 








dimension for convenience (i.e. time and 
effort). This would imply that customer 
value is a three dimensional construct. 
Value equity is therefore defined as “the 
customer's objective assessment of the 
utilitv of a product, based on perceptions 
of what is received and what is given” 
(Zeithaml, 1988: 14). In this case the 
‘product’ would refer to the distribution 
channel. 

In Figure 1, the three dimensions of value 
equity (quality, price and convenience) are 
shown with their related items (10 items in 
total). Each dimension will be discussed in 
turn. 







Quality 


Value Equity 







Convenience 
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Quality 

Quality encompasses the objective physical 
and non-physical aspect of the distribution 
channel which is under the contro! of the 
distributor. Quality consists of three items: 
the product, service delivery and service 
environment (Rust et. al., 2005). The quality 
of the product could be defined in terms 
of either tangible or intangible aspects. 
The tangible aspect could be the quality 
of the music recording on the CD, while 
the intangible aspect could be the quality 
of the music recording downloaded onto 
a PC or digital device. The quality of the 
service delivery could be defined as to the 
extent that the distributor delivers what it 
promises through the actual performance 
of the service. Finally, the quality of the 
service environment is defined in terms 
of the surrounding in which the music is 
acquired. For example, the quality of the 
service environment in a music-retail store 
as opposed to downloading music at home 
or work 


Price 

Price encompasses the aspects of “what 
is given up by the customer” which can 
to some extent be influenced by the 
distributor. In this case, price is more than 
just the ‘market price’ of the music that is 
acquired. Price consists of three items: low 
prices, discounts/sales and payment plans. 
Low prices refer to consistent low ‘prices’ 
to the customers. In this specific case low 
price is more than just a low ‘monetary 
price’ for the music that is acquired, it 
is also the ‘price’ paid for the internet 
connection, being caught infringing 
intellectual copvrights, catching computer 
Viruses, or receiving spyware. Price 
discounts refer to temporary reductions in 
‘price’ offered to customers. This could take 
the form of price promotions, buy-one-get- 
one-free, coupons or in the case of music 
acquired over the internet, the ‘price’ of 
not receiving advertising, spam and other 
promotional material. Payment plans refers 
to the flexibility in the price paid, timing of 


the payment, and the methods of payment 
available (Rust et/ al., 2005). 

The International Federation of the 
Phonographic Industry (2005) assert that 
the reason why young customers (under 
25) are more reluctant to use licensed 
download websites is that the payment 
method requires a credit card. ‘Payment’ 
on unlicensed P2P is often in the form 
of allowing ‘peers’ access to music files 
stored in other ‘peers’ computers. This is 
commonly referred to as ‘uploading’. 


Convenience 

Convenience encompasses the aspects that 
helps reduce the customer’s time costs, 
search costs, and effort to acquire recorded 
music from the distributor Convenience 
consists of four items: location, ease of use, 
availability, and time saving (Rust et. al., 
2005). Location is defined as the physical 
(retail store) or virtual space (internet) 
where the customer interacts with the 
distributor. Ease of use is defined as the 
enhancements to the distribution channe! 
that enables the customer to acquire music 
more efficiently and effectively. This could 
involve the ease of navigating an internet 
website. Availability is defined in terms of 
both when the customer can interact with 
the distributor and extent of the available 
recorded music catalogue. Time saving 
is defined as the time saved to acquire 
recorded music. 


RESEARCH METHODS 


The three dimensions of value equity have 
largely been refined through exploratory 
studies or replications using exploratory 
techniques. The acceptance of this 
conceptual model requires confirmation 
that it actually measures the value equity 
construct. In order to test and confirm 
the dimensionality of value equity the 
researcher will use confirmatory factor 
analysis. Confirmatory factor analysis is 
appropriate to this study as the construct 
(value equity) is well grounded in theory 
and empirical research. In CFA, the 
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Structural relationships between the items 
(observed measures) and dimensions 
(latent measures or factors) are postulated 
a priori and then statistically tested. The 
hypothesised model is statistically tested to 
determine the adequacy of goodness of fit 
to the sample data (Byrne, 2001: 6). From 
the results of the test, the researcher either 
rejects or fails to reject the model. 

Sample data was collected through a 
survey. The research instrument was based 
on the conceptual model of perceived 
value as put forward by Rust et. al. (2000). 
The 10-item scale consisted of three 
items for quality, three items for price 
and four items for convenience. The data 
collection instrument that was used to 
collect the primary data was the structured 
questionnaire. The survey was conducted 
through an anonymous self-completed 
questionnaire. The questionnaire consisted 
of two parts. The first part contained 
questions pertaining to basic demographic 
details and current music distribution 
channel usage. The second part contained 
10 statements representing the three 
dimensions. Respondents were asked, on 
a five-item Likert scale, to indicate their 
opinion on each statement. 

The defined population chosen for the 
study was university students. The reason 
for choosing university students is that they 
have potential access to all the various music 
distribution channels, are early adopters of 
new technology and are the single biggest 
music customer group (international 
Federation of the Phonographic Industry, 
2005). The questionnaire was administered 
to a convenience sample of 200 students 
attending a business course. A total of 200 
questionnaires were collected, of which 
18/7 were usable. Once the data had been 
collected, it was captured and collated 
using SPSS Version 12. 

According to Bickman, Rog & Hendrik 
(1998) the collected data is useless unless 
it is accurate, valid, and reliable. In order to 
establish both internal and external validity 
it was necessary to address the issues of 


content validity and construct validity. 

Content validity arises from the 
understanding that the definition of 
value equity is captured by the statements 
representing the three dimensions. 
Content validity was sought through pilot 
testing the questionnaire and reviewing the 
questionnaire by marketing professionals 
and academics. Several changes were made 
to the questionnaire during this stage. 

According to Paul Peter (1981: 134) 
construct validity is “inferred if the 
measures scores (variance) perform as 
substantive theory postulates they should 
perform”. Supportive evidence of construct 
validity in this case is if the confirmatory 
factor analysis is supported by the theory 
that the value equity construct produces 
three meaningful factors. 

A popular diagnostic measure of reliability 
— Cronbach's alpha coefficient - was used to 
test the consistency of both the three factor 
scores, as well as the overall summated 
scores (Paul Peter, 1979). For the value 
equity construct to be reliable, Hair et. al. 
(2006) affirm that the Cronbach’s alpha 
coefficient should be greater than .70. For 
the value equity construct at a whole the 
Cronbach's alpha was .84, exhibiting high 
reliability. 

This study uses Amos Version 5 (Arbuckle, 
2003) to test the goodness of fit of a number 
of alternative hypothesised perceived 
customer value models against the collected 
sample data. Based on logic, theory and 
empirical research (specifically Rust et. al., 
2000 definitions of value) four alternative 
models are proposed and assess. 


ALTERNATIVE MODELS 

This section presents the four alternative 
models. Model 1 hypothesises a priori 
that value equity could be explained by 
one first-order factor (uni-dimensional) 
with errors of measurement associated 
with each observed variable (item) being 
uncorrelated. The model is shown in 
Figure 2. The description for each observed 
variable was given in Figure 1. 
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Figure 2: Model 1. One First-order Factor 
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Model 2 hypothesises a priori that value 
equity could be explained by two first-order 
factors with errors of measurement associated 
with each observed variable and factors being 
uncorrelated. The model is shown in Figure 
3. Price and quality as modelled as if there 
is no relationship between the two factors 
(ignoring the two-headed arrows between 
price and quality). The observed variables 
loading onto the factors in the following 
pattern: INTOOO1-INTOOO3 and INTOOO?7- 
INTOO10 loading on the quality factor and 
INTOOO4-INTOOO6 loading on the price 
factor. Each observed variable was restricted 
to load on only one variable. 

Model 3 hypothesises a priori that value 
equity could be explained by two first- 
order factor with errors of measurement 


0, 


[= Value Equity 


associated with each observed variable 
being uncorrelated. The model is shown in 
Figure 3. The two factors, quality and price 
are correlated (as indicated by the two- 
headed arrows between price and quality). 
The observed variables loading onto the 
factors in the following pattern: INTOOO1- 
INTOOOS3 and INT0007-INTOO10 loading on 
the quality factor and INTOQ004-INTOO06 
loading on the price factor. Each observed 
variable was restricted to load on only one 
variable. 

Model 4 hypothesises a priori that value 
equity could be explained by three first- 
order factor with errors of measurement 
associated with each observed variable 
being uncorrelated. The model is shown in 
Figure 4. The three factors, quality, price and 
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Figure 3: Model 2 & 3. Two First-order Factors (uncorrelated and correlated) 
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convenience are correlated. The observed 
variables loading onto the factors in the 
following pattern: INTOO01-INTOOO3 loading 
on the quality factor, INTOOO4-INTOO06 
loading on the price factor and INTOOO/- 
INTOO10 loading on the convenience factor. 
Each observed variable was restricted to load 
on only one variable. 


CRITERIA FOR COMPARING 
GOODNESS OF FIT 

In order to test the goodness-of-fit of the 
tour alternative hypothesised models, 
against the collected sample data, it is 
necessary to fit the sample variance- 
covariance data to each model. If the fit 
of the model is not entirely adequate, 
then the hypothesised model will not be 





Quality 


supported by the sample data, so leading to 
the rejection of the model. If the fit of the 
model is adequate, then the hypothesised 
model will be supported by the sample 
data, so leading to the non-rejection of 
the model (Byrne, 2001). To determine 
the adequacy of the model, a number of 
possible indices could be reported. These 
include chi-square (x*) statistic, relative fit 
index (RFI), comparative fit index (CFI), 
root-mean-square error of approximation 
(RMSEA) and goodness-of-fit index (GFI). 
The x* statistic is a statistical test of the 
model’s ability to reproduce the sample 
Variance-covariance data. A non-significant 
x? value indicates that the model and the 
sample variance-covariance data are similar. 
Conversely, researchers have highirghted 
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Figure 4; Model 4. Three First-order Factors (correlated) 
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a number of limitations with using the x* 
statistic, preferring to use newer goodness- 
of-fit tests (Schumacker & Lomax, 2004). 

The RFI and CFI both compare the 
specified model and a null model. Values 
lie between O (poor fit) and 1 (perfect 
fit). Any value greater than .80 is deemed 
acceptable. The RMSEA compares the 
specified model in terms of the population, 
not just the sample used for estimation. 
Any value ranging from 0 to .08 is deemed 
acceptable. Any value greater than .10 is 
deemed unacceptable (Hair, Black, Babin, 
Anderson & Tatham, 2006). 


RESULTS 
The goodness-of-fit indices for the four 
alternative models are summarised in Table 


0, 









Price 






Convenience 


1. Models 1-3 indicate a significant x* value 
leading to the rejection of the models. This 
is supported by the other goodness of fit 
test that also indicate that the models do 
not fit the sample data. In general then, a 
one or two first-order hypothesised model 
does not fit the sample data well. 

Model 4 yielded a x* value of 57.30, with 
32 degrees of freedom and a probability 
greater that .OOO1, thereby suggesting a 
reasonably adequate fit. However because 
of the concerns raised about the use of the 
x? Statistic, if was necessary to report the 
newer goodness of fit tests. The RFI value 
of .875 is representative of a reasonable fit 
whereas the CFI value of .965 is considered 
evidence of a good fit. This is supported by 
the RMSEA value of .065, thus indicating 
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the model fits the sample data. Model 4 is 
therefore not rejected. 

In general then, a three first-order 
hypothesised model fits the sample data 
well. Since this seems to confirm the 
conceptual and empirical research of 
Zeithaml! (1988) and Rust et. al. (2000) it is 
necessary to further determine the viability 
of the estimated parameter values of Model 
4. In particular, parameter estimates should 
show the correct sign and size, and be 
consistent with the value equity theory. 
Any estimates that do not adhere to these 
limits would signal a clear indication that 
the model is wrong. 

In Table 2 the unstandardised estimated 
value (column 1), standard error (column 
2), and critical ratio (column 3) are listed 
for each parameter estimate. The results 
are presented separately for the regression 
weights (factor loadings), the covariances, 
and variances (in this case, for both 
factors and measurement errors). All the 
parameter estimates seem to show the 
correct sign and size, with standards errors 
(SE) that are not too ‘small’ or too ‘large’. 
The critical ratio (CR) which represent the 
parameter estimate divided by its standard 
error are all statistically significant at a .O5 
level of significance (p <.05), suggesting 
that the parameters are correctly specified 
and valid. Construct validity is inferred as 
the confirmatory factor analysis supported 
the theory that the value equity construct 
produces three meaningful factors. 


CONCLUSIONS 


Doll, Xia & Torkzadeh (1994) express 
concern that CFA results should alwavs be 
interpreted with caution. The reason for this 


is that the criteria for judging goodness-of- 
fit are always relative rather than absolute, 
and do not have universally accepted 
standard cut-off values. Consequently, the 
three first-order model presented in this 
study does not imply that it is the optimal 
solution because models can always be re- 
specified to improve the fit. Future research 
may in fact attempt to revise and improve 
the value equity construct by re-specifying 
the model or analysing the relationship 
between the errors of measurement terms. 
Future research mav also attempt to test 
some of the four and five dimensional 
value models as put forward by Swait & 
Sweeney (2000), Sweeney & Soutar (2001), 
and Petrick (2002). 

Nevertheless, this study confirms the 
dimensionality and structure of the value 
equity construct advocated by Zeithaml] 
(1988), and further refined by Rust et. al. 
(2000). It provides evidence that value 
equity is a multidimensional construct that 
consists of three dimensions, namely price, 
quality and convenience. Management 
and marketing professionals can begin to 
use the construct as a valid and reliable 
measure of customer's perceived value of a 
product or service. 
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The New Zealand wine industry has been, and continues to go through rapid growth since the 
early 1990's. The industry needed to consider how it administered this growth and presents 
itself to the local and world markets. As a result, New Zealand Winegrowers has been established, 
as a joint initiative of the New Zealand Grape Growers Council and the Wine Institute of New 
Zealand, to bring the industry under “one roof”, and to bring the “New Zealand Wine” brand 
to the attention of a global market. The industry is at a point where many of New Zealand’s 
oldest and best-known wineries have merged with, or have been purchased by, overseas 
conglomerates. Empirical research was executed to gauge the sentiments of the market as to 
the way forward. 

The results of the research and the conclusions reviews the potential for New Zealand's small 
and medium sized enterprise (SME) wineries to have successful cooperative marketing practices 
in the future. An outcome is a recent development in the New Zealand wine industry, the so- 
called ‘Family of 12’, made up of a group of winemakers who have combined their marketers in 
an international marketing push. The conclusions and recommendations may provide some 
inputs for other Southern hemisphere countries like South Africa, Australia and Chile to deal 
with increased marketing competition. 
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KEYWORDS dominated for years by family-owned 
Wine wineries, and these founding families 
Marketing (usually of Mediterranean origin) can be 
Cooperation identified as the forefathers of this rapidly 
Entrepreneurship growing industry. Wine making families 


Marketing channels 


INTRODUCTION 


This article presents an analysis and 
suggestions for the marketing possibilities 
and the potential for similar sized wineries 
in New Zealand. Because wine is distinctive 
to a winery and branded as such, there 
is a tendency to isolate marketing “in- 
house”, and to reject cooperation within 
the industry. However, there are examples 
of cooperation, such as wine tourism and 
wine clusters. Furthermore medium sized 
wineries tend to see their next stage of 
growth to be merging with, or raising 
finance from, an outside partner. 

The New Zealand wine industry was 


in New Zealand can be tracked back as far 
as the early European settlers and started 
in 1819 in the North Island. The industry 
progressed through the arrival of a number 
of Mediterranean families from Lebanon, 
Croatia, Yugoslavia and Spain, between 
the late 1800’s and World War Two. These 
families remain some of the largest names 
in the industry today, although many 
more wineries joined the ranks during 
an explosion of wineries throughout the 
1990’s, and increasing numbers are still a 
feature in the present day. 

According to Benson-Rea, Roderick & 
Cartwright (2003), the New Zealand wine 
industry is currently in rapid expansion, 
a phenomenon which has been driven 
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Figure 1: Southern hemisphere wine industry comparison 
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by the rapid development of export 
markets for high quality wines. Inevitably, 


to meet this growing demand, there is 
a need for high production. In market- 
driven environmental circumstances such 
as these, Benson-Rea et al. (2003) further 
notes that factors such as innovation, 
historical background, institutional and 
social linkages will continue to have 
significant influence over the success of 
the industry. In addition, the authors 
emphasise the importance of coordination 
and cooperation between wineries, for the 
development of both the industry as a 
whole and the individual firms in it. 

The terms used in the wine industry to 
differentiate the history of wine are “old 
world” and “new world”, with the split 
between the two being based on northern 
(old) and southern (new) hemispheres. 
Thus, although North America is an 
exception to the geographical rule, the “old 
world” wine industry is based on northern 
hemisphere production in Europe and 
parts of the eastern Mediterranean. The 
wine industry has had shifts in demand 
due to the shifts in consumer tastes, 
especially in “old world” countries, and 
increasing attention is now being paid to 
the activities of “new world” producers. 
Southern Hemisphere wine growers 


have made huge progress to be worthy 
competitors to the Northern Hemisphere. 
Today many niche wine producers and 
wine making has developed, which has 
accompanving marketing complications, 
but simultaneouslv providing opportunities 
to penetrate new markets on a global scale. 
This is particularly true because many beer 
drinking nations, particularly females in 
these markets have switched to wine as 
the preferred beverage for all occasions. 
In terms of the size of the New Zealand 
wine industry compared to other southern 
hemisphere wine industries, New Zealand 
is small. Figure 1 shows the total vineyard 
area and the total volume of wine produced 
for each selected country. New Zealand 
could be a good industry for other southern 
hemisphere industries to observe for niche 
marketing, especially with recent extensive 
growth in the industry. 

The wine trade in New Zealand has 
grown some 300% in the space of a decade, 
with the number of wineries more than 
doubling in that time. The industry’s 
export value in 2003 is nearlv six times 
that in 1993 (New Zealand Winegrowers, 
2003). To a large extent, this growth was 
predicted, and entities were established 
to manage it. For example, in 2002, ‘New 
Zealand Winegrowers’ was established as a 
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joint initiative of the New Zealand Grape 
Growers Council, to represent the interests 
of New Zealand’s independent grape 
growers. In addition, the Wine Institute of 
New Zealand was developed to represent 
New Zealand wineries, (New Zealand 
Winegrowers, 2004). Out of this alliance, 
Sustainable Winegrowing New Zealand 
(SWNZ) evolved, in recognition of a need 
for environmentally focussed vineyard 
practices. The same applies to countries like 
South Africa where Stellenbosch Farmers 
Winery and others were forced to do 
innovative wine marking as competition 
increased. 

After establishing industry initiatives to 
sustain growth, there is then the question 
of how to market a product that faces 
increased competition both domestically 
and internationally. There is a well-reported 
glut in the global wine market, which will 
put pressure on New Zealand wines if they 
do not present themselves as outstanding. 
In saying this, global export sales trends in 
New Zealand wines are predicted to increase 
rapidly by another 300% over the next 5 
years (New Zealand Winegrowers, 2003). 
Competitive marketing is more important 
now than it has ever been. 

The authors use the term “cooperation” 
to encompass any partnership, merger, 
joint venture, or strategic alliance between 
parties in this article. Cooperation is an 
important vehicle for combining marketing 
practices between small to medium sized 
wineries in New Zealand and is explored in 
more detail elsewhere in this article. 


PURPOSE AND OBJECTIVES 


The purpose of this article is outlined in 
terms of the growth and interest in the New 
Zealand wine industry and its products. 
The following needs noting about the 
New Zealand wine industry. Firstly, some 
elements are unique to the industry, for 
example, the rapid growth and the number 
of boutique wineries; secondly, the merging 
of wineries assessed; and thirdly, factors are 
listed, which encapsulates the marketing 


function and the potential for SME wineries 
to cooperate. 

Concern was expressed about the future 
of New Zealand wine, more specifically in 
terms of small and medium sized enterprise 
(SME) wine makers’ ability to market 
their wines and compete internationally 
against the larger New Zealand wineries. 
The discussion led to the identification 
of several elements that are unique to 
the wine industry. For example, the wine 
industry has traditionally been dominated 
by family wineries that have been able to 
lower their overheads with an “all hands 
on deck” approach to building the business. 
In more recent times, lifestyle opportunists 
or entrepreneurs who have identified a 
growing wine market and a strong demand 
for New Zealand wine in particular have 
started new wineries. 

With increasing interest in New Zealand 
wine, and the entry of new producers 
into the New Zealand wine industry, 
there is more competition between 
wineries tO market their products. As 
large firms have consolidated they have 
become more cost effective, leaving small 
to medium sized wineries to compete 
against monolith corporations with more 
buying power, greater economies of scale, 
more sophisticated knowledge of research 
and development techniques, and well 
developed vertical integration into more self 
sufficient and robust entities. (Bretherton, 
2004). However, the disadvantages that 
face large wineries are that they can be slow 
to move when research and development 
or innovation calls for change in their 
practices. In addition, when wineries are 
forced to merge with other wineries, they 
lose their independence and sometimes 
their status, as a wholly New Zealand 
owned enterprise, 

A glut in the international market for 
wine has led to an investigation into 
the future of the New Zealand wine 
industry, specifically for medium sized 
firms. Medium sized firms are classed as 
Category Two according to New Zealand 
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Winegrowers, and this category comprised 
30 wineries at year ending June 2002 (New 
Zealand Winegrowers, 2003). This article is 
intended to scope out how these wineries’ 
market their products at present, and to 
examine the positive and negative effects 
of marketing in cooperation with each 
other. As such, the purpose of the article is 
based on two objectives: 
e Analyse the rapid growth of the New 
Zealand wine market and the need to 
align business practices to match this 


growth. 
« Investigate the potential for co- 
operation between wineries for 


marketing purposes. 


These objectives lead into the problem being 
investigated where cooperative marking 
will be investigated in more depth. 


PROBLEM INVESTIGATED 

The problem being investigated is discussed 
primarily in terms of the New Zealand wine 
industry. First, the perceived marketing 
terminology specific to New Zealand will be 
reviewed; secondly, factors such as family 
businesses versus entrepreneurial ventures 
will be discussed in terms of cooperative 
wine marketing; and thirdly, the intangible 
characteristics of wine is discussed. 

According to Gregan (2004a), New Zealand 
Winegrowers have indicated a strong 
preference to promote the “New Zealand 
Wine” brand, an approach which tends 
to look inwards to the New Zealand wine 
industry's need for quality maintenance 
rather than looking outwards to the needs 
of customers. The industry also needs to sell 
New Zealand before it can sell individual 
brands of New Zealand wine, although it is 
acknowledged that the question to be asked 
is whether there is a need to shift from being 
“allocaters” of wine to becoming “marketers” 
of wine (Gregan, 2004b). 

Marketing, as opposed to merely selling, 
has been described as a matching process, 
and the implications of that matching, 
as it directly applies to the wine industry, 


are Clearly portrayed in figure 2. Spawton 
(1991) advocates the marketing approach 
as Superior to the selling approach, defining 
the wine marketing needs as follows: 

e An understanding of the market place 
¢ The development of marketing 
Strategies both for corporate growth 
and competitive advantage 

Marketing planning 

Communication 

Coordination 

The management of the branded assets 
of the wine company 


These needs can be addressed in several 
ways. For example, Benson-Rea et al. (2003) 
note that there is a need for the New Zealand 
wine industry to understand demand 
structures in its international markets and 
to have the ability to control supply to 
Maintain price premiums. This could be 
done through closer cooperation between 
wineries On a micro scale, as small to 
medium sized wineries lack the economies 
of scale that the oligopolies have. There are 
some consequential advantages available 
to smaller players in the wine industry 
through an exclusivity of branding and 
taste preferences. In addition, Benson-Rea 
et al. confirms the need to create better 


marketing effectiveness with six trends 
that need to be considered: 
e Changing patterns of increased 


production 
e Shifting patterns of demand 
« Increasing retail power 
* Increasing competition 
countries 
e Increasing importance of branding 
e Changing of wine industry structures 


between 


These themes emphasise the need to 
consider marketing practices that align with 
the rapid growth of the wine industrv. 
With family wineries there can be an issue 
because the familv’s name or brand can 
all too easilv be exploited for competitive 
advantage (Getz et al., 2004), and the 
association a familv brand may have with 
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Figure 2: The selling and marketing orientations contrasted 
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quality could be damaged if it is associated 
with other lower quality products. In the 
wine industry there is a sense of pride in the 
product, which is self-distinctive to each 
winery and may be as much of a reflection 
of the wines’ branding as the process and 
geographical location. The influence of 
the founder or pioneer may determine 
how much they will allow “outsiders” to 
be involved in the business (Kets de Vries, 
1993, ppS9-71), in relation to maintaining 
an exclusively family flavour, and a key 
outcome of this influence may well be the 
extent to which marketing capabilities are 
developed in cooperation with others. 
Getz et al. (2004, pp153-160) argue that 
the only way for family businesses to 
overcome limitations in size and resource 
is to engage in cooperative activity of 
some description, such as “product 
clubs” or marketing consortia. Some of 
the advantages of cooperative marketing 
include: 
Networking 
Achieving greater economies of scale 
Obtaining professional advice 
Access to better technology 
Support for training and education 
Pooling of resources 


However, for entrepreneurs to “cooperate” 
is almost an oxymoron because of the 


To whom is 





What is your How do you seek 


to achieve your 


Strongly individualistic mature of an 
entrepreneur. To cooperate, or form 
alliances with anyone else, means taking 
into account a collectivistic approach and 
the need to consider sharing information 
that would not normally be on the 
entrepreneurial agenda. On the other hand, 
it remains possible that family businesses 
already have a collectivistic nature and 
may therefore lean towards a cooperative 
marketing strategy more readily than 
“entrepreneurial” wineries. 

With the New Zealand wine industry’s 
product being effectively promoted at a 
national level, winemakers now need to 
consider how they enter other markets 
and whether they do this on an individual 
winery basis; merging with other wineries or 
those with a common interest somewhere 
along the value chain; and whether this 
merging occurs through strategic alliances, 
or joint ventures, or cooperative networking 
(Bretherton, 2004, Lewis, 2003, Beverland 
and Bretherton, 1998, Bretherton and 
Chaston, 2004). 

Brown & Butler (1995, p57) state that the 
wine industry poses additional problems 
to other industries because it is regulated 
and capital intensive, with long lead 
times for planting grapes, production, 
and selling the wine. This can hamper the 
progress of strategic shifts and response to 
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new information. This suggests that any 
move towards cooperation may be more 
difficult than, say, the cooperation between 
winemaker and grape grower. As it stands, 
NZWG has proven that, at a national! level, 
cooperation can be accomplished — the 
next stage is to achieve the same outcome 
at a lower level. 

One potential form of cooperation in the 
future could be with vinevards providing 
grapes for a regional cooperative. An 
example of this is Cooperatives of Samos, 
Greece, which is reported to have revived 
the industry on the island of Samos 
(Greekwinemakers.com, 2004). The 
cooperative is responsible for the island’s 
wine production, sales and marketing, 
and is made up of 26 sub-cooperatives; 
also known as wine growing villages 
(Athenee Importers, 2004). The story of 
the formation of the cooperative is one of 
gaining recognition for their prominent 
grape variety, Muscat, and later to gain 
recognition for the region’s wine as 
“superior quality”, an appellation that is 
usually reserved for French wine (All about 
Greek Wine, 2004). 

Until 1934, when the Greek Government 
issued a presidential mandate decreeing 
that all wine that carried the name of 
“Samos” would be produced from Muscat, 
the French monopolised the distribution of 
their wine. The solution to this was to form 
a cooperative, made up of growers, which 
bought all the fruit produced on the island. 
This resulted in more control of quality 
and the coordinated marketing of the wine 
~ it also established “Samos” as a name 
synonymous with the Muscat varietal. 
It can be deduced from this example of a 
Greek cooperative, that New Zealand could 
accomplish forming regional cooperatives, 
which could produce a similar recognisable 
regional variety of their own. This could 
also be the case elsewhere in the world to 
accommodate niche market opportunities. 

In order to View cooperation as a distinct 
and separate issue to consider, there is a 
need to examine the differences between 


various forms of cooperation. The following 

are possibilities: 

e <A merger which is the a form of 
cooperation where two become one 

e <A Strategic alliance which is the 
coming together of two (or more) 
entities with complementary skills to 
achieve competitive advantage, usually 
associated with vertical integration, and 
used for performing many value chain 
functions which a single organisation 
may not possess (Bretherton, 2004) 

e Joint ventures which imply that a new 
entity is created, where all parties have 
a share of control of that new entity 

e Network development is associated with 
institutes, associations and societies 
which bring together like-minded 
people who cooperate informally in a 
networking situation (Simpson, 2003) 


Although the wine industry clearly 
demands specialist knowledge to make 
and trade wine, wine marketing has some 
time ago been described as the ticket to 
future prosperitv (Spawton, 1991, pp6-48) 
- there is therefore a growing recognition 
of marketing importance as an essential 
management tool for the industry. 
Another problem faced in the wine 
industry is the intangibility of the product. 
On the one hand wine is tangible in terms 
of our senses, for example smell and taste, 
but the quality, status and knowledge of the 
product are all intangible characteristics 
that need to be communicated to the 
consumer, According to, (Edwards, 1989, 
p14} consumers rely upon testimonials 
from peers and friends through word-of- 
mouth and the cultivation of a wines image 
through publicity and public relations. 
To market wine effectively, the economy 
of scale of wineries plavs an important 
part. This leads to an inevitable need for 
cooperation within the industry. 


RESEARCH METHODOLOGY 
The body of knowledge around marketing 
in the wine industry is fairly general, 
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and could benefit from further analysis, 
discussion and recommendations. In 
this light, the current research has been 
exploratory and lends itself well to find 
some answers to the marketing of wine, 
which could be of value to New Zealand 


and the international community as 
well. 
The research methodology entails 


secondary, quantitative and qualitative data 
collection; and data analysis, including an 
outline of the survey and programs used to 
carry out the analysis. This is followed by 
the results section, which is supported by 
graphs and tables, and concludes with an 
analysis of the results. 

This mixed method approach is well suited 
to the research because it characterises the 
industry dynamics and preferred style of 
reporting. The quantitative approach is 
seen aS a structured and systematic and 
replicable way of gaining data on the wine 
industry. As such, the qualitative approach 
emphasises various themes arising from the 
course of study and represents a narrative 
form of discussion adding to the subjective 
relationships in the research. 

Secondary available data has been largely 
quantitative, based on volume of wine and 
tonnages of grapes; financial turnover; and 
area planted with vines. Using these sources 
of secondary data, quantitative study into 
the management and marketing aspects 
of the wineries is carried out. The data 
concerning the overall market size, volume 
of sales, and quantity of product was found 
through the Department of Statistics, Trade 
and Enterprise New Zealand, and New 
Zealand Winegrowers. 

The quantitative methodology is based 
on responses sought from a universe 
comprising Category One and Two wineries 
according to New Zealand Winegrowers. 
There are 421 Category One wineries in 
New Zealand producing less than 200,000 
litres of wine, of which every Sth winery 
was selected to obtain a random sample of 
$4 wineries, Category Two wineries produce 
more than 200,000 litres of wine, of which 


there are 30. All Category two wineries are 
included as part of the universe from which 
to obtain the sample. A combined total 
of 114 wineries from category One and 
Category Two were surveyed. The survey 
was conducted in late 2004. 

There were 21 (25%) from Category One 
wineries and 18 suitable candidates (60%) 
from Category Two wineries. 

After the questionnaire was constructed 
from a review of the literature it was also 
tested in practice on a small sample of 
practitioners. This led to further refinements 
of the questionnaire. 

Further to this selection, the wineries 
were engaged in three stages. Firstly with 
an introductory fax; secondly with an email 
including a link to the survey document 
using SurveyPro software; thirdly, a follow 
up email thanking those that participated, 
and offering those that did not carry out 
the survey another chance to do s0. No 
option was given for a “hard copy” of the 
questionnaire to be filled out, although if 
the response rate had been unacceptably 
low, this stance would have been reviewed 
to obtain more responses. 

The person targeted in each winery 
was required to possess knowledge of the 
history, business structure and marketing 
aspects of the business. This person was, 
consistently, the proprietor, general 
manager or marketing manager. 


First Stage 

An identical preparatory fax was sent out 

to both Category One and Category Two 

wineries outlining the following: 

« Introduction to the aim of the survey 

e Why the survey was being carried out 

« How the selection of respondents was 
conducted 
How long the survey would take 
Intention of circulating anonymously 
produced results 

e <A request to ensure an appropriate 
person completed the survey 

e Affirmation of the ease and security of 
the internet survey 
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e Instructions of how the survey was to 
be emailed 

e The author's contact 
alternative contact 

¢ Note that the survey was carried out 
with the knowledge and approval of 
Unitec New Zealand 


details and 


Each fax was individualised to each 
recipient by name, to encourage a higher 
response rate, and a screening device was 
used to prevent other wineries knowing 
who was included in the survey. 


Second Stage 


An individualised email was sent providing 

the following information: 

¢ Acknowledgement that an engagement 
fax had been sent previously (the 
Original fax was attached to the email) 
The survey web link was provided 
A reference to the nature of the survey 
was included 

e Instructions pertaining to the survey 
were prescribed 

e The author’s contact details were 
provided 


Third Stage 


A broadcast email thanking the participants 

was sent out including the following: 

e Thank you for the replies 

e Reminder of deadline for compiling the 
data, with another opportunity to carry 
out the survey offered 

e The survey web link was provided 

e The author's contact details were provided 


The email was sent out with all addresses 
hidden to maintain anonymity. 

The quantitative element of the research 
was carried out with an online survey 
using SurvevPro, which was received back 
anonymously for analvsis. The survev 
contained questions relating to winerv 
ownership; customer focus; marketing; 
cooperation; and specific information 
about the history and function of the 
winery. There were six separate sections in 


the survey, excluding the introductory and 
“Survey Complete” pages: 


Section A — About Your Organisation 
(Winery) 

Section B — Defining Your Customers 

Section C-— Marketing Practices with 
Your Customers 

Section D- Measuring Performance 

Section E — Views on Marketing 

Section F — About You 


The main survey questionnaire utilised 
a six point Likert type scale (1 = Never, 
6 = Always) followed by short open- 
ended ‘questions. This scale was chosen to 
avoid neutral answers being given. Other 
questions required answers pertaining to 
winery size, age, and price range of product 
and familv involvement. 

The statistical analysis was carried out to 
search for correlation between sizes and the 
period the winery has been established. Data 
from open-ended questions was transcribed; 
the content analysed for themes; and those 
themes incorporated into the discussion 
section of the dissertation. 

A total of 51 responses out of 114 surveys 
sent (45%) were received, which represents 
84 being possible from Category 1 and 30 
being possible from Category 2, from the 
survey. However, a number of responses 
were incomplete in some way, and a 
total of 34 out of 51 complete responses 
(30%) were used for the final analysis. The 
difference in the number of respondents is 
reflected for each question is reflected in 
the analysis of each question. 


RESULTS AND DISCUSSION 


Several areas were identified as being 
important factors when analysing the 
results of the survey. First, who are the 
primarv customers in the New Zealand 
wine industry; secondly, the proportion of 
production being exported and what those 
international markets are; and thirdly, 
the intended versus successful marketing 
practices in the industry. 
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Respondents were asked to identify 
the wineries’ primary customers in terms 
of whom customers are the main focus 
of marketing activities. It was deduced 
that the leading primary customers were 
distributors and merchants. The results are 
summarised as follows: 

e Exporting (distributors, 
merchants) — 45% 

e Small scale distributors (restaurants, 
cafes) - 24% 

e Direct to public (cellar, mail order) — 
17% 

* Wholesale outlets 
Liquorland, etc.) — 7% 

* Other (contract wineries, passive sales) 
-7% 


wine 


(Liquor King, 


A majority of 21 wineries out of 36 (58%) 
export more than 50% of their product. 
The most popular international markets 
for export were the United Kingdom and 
the USA. This is supportive of what the 
literature suggests about the significant 
increase in exporting since the 1980's. It 
was also found that the wineries surveyed 
produced wine for the higher end of the 
market, rather than going for volume in 
the cheaper wines. It can be concluded here 
that there is an emphasis on good quality 
product in the New Zealand wine industry, 
with prices reflecting this statement. New 
Zealand thus competes with other Southern 
Hemisphere wine producing countries like 
south Africa, Chile and Australia. 

Finding out what the intentions of 
marketing activities were as opposed to 
what they felt their marketing activities 
were successful in, revealed that most 
wineries believe that their efforts to attract 
new customers have been successful. 
Figure 3 shows a comparison between 
the intentions and successes of certain 
Marketing activities, based on the mean 
response rate from wineries. 

When comparing the wineries’ intentions 
versus their successesin marketing activities, 
respondents saw attracting, retaining, and 
developing cooperative relationships and 


activities to be important, whereas less 
importance was placed on creating two- 
way, technology based dialogue with their 
customers. This would suggest that wineries 
leaned towards relationship marketing 
as opposed to transactional marketing 
(Chaston, 2000, pp19-37). Conversely, 
they felt successful in the areas where their 
intentions lay, and again did not appear 
successful in creating two-way, technology 
based dialogue with their customers. It can 
be deduced that creating dialogue with 
their customers is an area that needs to 
be further explored outside this research 
report. 

Success in retaining customers would 
suggest that marketing practices are at 
a Sufficient level, but it could be argued 
that attention needs to be paid to future 
marketing practices as competition and 
production increases. With this in mind, 
respondents were asked what major trends, 
issues or Changes in marketing practice are 
currently affecting the industry. 

There were a variety of answers in relation 
to major trends, issues and changes in the 
wine industry, and the effectiveness of 
marketing practices that are a consequence 
of these factors. One issue that was raised 
several times was the level of competition 
in the industry and the suggestion that 
continued industry growth is fuelling the 
competition. On the topic of competitors, 
the respondents saw wineries of a similar 
size to them to be their most significant 
domestic competitors. As far as marketing 
practices were concerned, mostrespondents 
suggested they had changed their marketing 
practices over the past year, specifically in 
communication, distribution channels 
and promotion. It can be deduced that 
the overriding factor that would improve 
marketing effectiveness was more intense 
and more direct communication with 
customers. 

Following on from trends and issues 
in the industry, respondents were asked 
whether they had considered cooperative 
marketing activities with other wineries 
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Figure 3: Attracting New Customers: Intention versus Success 


Marketing Activities: Intention versus Success 


Intention 


(other than merging or joint ventures). 
There was a positive response rate of 77% 
(23 of 30 respondents). In response to the 
question whether they expected joint- 
marketing activities (such as wine tourism 
clusters and cooperative marketing) to be 
at a greater level in the future, 81% (25 of 
31 respondents) considered that this would 
be the case. 

Having established whether there 
was interest in cooperative marketing, 
respondents were asked for the main 
reason they would engage/are engaging 
in cooperative marketing with other 
wineries. The results i ndicated that the 
majority of respondents had considered 
cooperative marketing activities with other 
wineries. The main reason for engaging in 
cooperative marketing was to promote wine 
in their region, creating cost efficiencies 
and economies of scale. It can be deduced 
that there is a rising interest in a more local 
cooperation between wineries as opposed 
to only nationwide cooperation. 

Gregan (2004), the CEO of New Zealand 
Winegrowers said the question needs to be 
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asked whether the New Zealand wine industry 
now needs to shift from being “allocators” 
of wine to becoming “marketers” of wine, 
and begs the further question of how this 
can best be done. From this comment, it 
can be deduced that there is a need in the 
market for the New Zealand wine industry 
not to produce copious amounts of wine for 
allocation to the domesticand world markets, 
but to define its marketing orientation. This 
falls in line with Spawton’s (1991, pp8-48) 
earlier comments regarding “selling” versus 
“marketing”. 

Given that the “New Zealand” brand 
is currently well positioned in the global 
wine market, the industry can now work 
on more informative marketing strategies. 
The strategy under review in this article is in 
the form of cooperation between wineries 
to market their products while maintaining 
their independence. Cooperation and 
alliances are nothing new to the industry 
but, in its maturation, consideration 
needs to be given to wineries and regions 
maintaining their individual integritv 
without becoming part of a conglomerate 
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Or merging with various other wineries, 
only to lose their individuality amongst a 
myriad of brands. 

It can be deduced that there also seems 
to be a need to further develop regional 
marketing strategies to meet the needs of 
individual wineries as the New Zealand 
wine industry matures. 

Marketing activities are the most 
important function for SME wineries in 
future. Without selecting compatible 
markets, wineries would not have the 
capacity to sell their reported increase in 
production and could easily be left with 
substantial surplus stock. Wineries need to 
carefully manage the following with regard 
to their marketing, particularly if they are 
in the same country/hemisphere: 

« An understanding of the market place 
and its likely future demands 

* Development of marketing strategies 
both for corporate growth = and 
competitive advantage 

« Marketing planning that aligns with 
the industry and strategic objectives 

e« Encouragementofmorecommunication 
between wineries and between regions 

e Coordination of marketing activities 
Management of branded assets to retain 
product and service quality 


Similarly in South Africa the Stellenbosch 
Farmers Wineries (SFW) operated very 
successfully in the Stellenbosch area to 
strengthen individual wine farmers’ efforts 
to enter bigger markets. 

Cooperation is an enabler towards 
identifyingand pursuing themajorsegments 
in a market. Through cooperation, the 
volume and variety of product is increased, 
enabling smaller wineries to compete in 
markets alongside their larger competitors. 
In addition to the prospects of cooperation, 
an important finding in the results of the 
authors’ survey is that wineries see their 
competitors as those of a similar size to 
there own. In light of the cooperation 
discussion, it can be deduced that wineries 
would cooperate on a regional basis because 


this would include all categories, and not 
just similar sized wineries. 

A cooperative can be a separately run 
organisation that caters to the marketing 
needs of wineries. It can be deduced that 
the selection of wineries could be based on 
the following for cooperation purposes as 
well: 

* Variety type (e.g. Chardonnay, Pinot 
Noir, Sauvignon Blanc) 

* Region (e.g. Auckland, Hawkes Bay, 
Marlborough) 

e Similar sized wineries combining for 
larger economies of scale in the export 
market. 


It is worthy to note that to some extent 
wineries are coming together to combine 
their marketing efforts as well. The most 
recent example is the ‘Family of 12’, which 
is made up of marketers from 12 wineries 
in various regions to intensify marketing 
efforts (Hendery, 20035). 

The question also needs to be asked here 
whether, given the size of the New Zealand 
wine industry, is it worth cooperating at 
another level other than nationally? 


CONCLUSION AND 
RECOMMENDATIONS 

Conclusions are focused on the rapid 
growth of the wine market; and secondly, 
the potential for cooperation between 
wineries for marketing purposes to market 
wine in a niche context. 

The rapid growth necessitates a need 
to review marketing practices in order to 
combat international competitors. 

An integral part of establishing the major 
trends, issues or changes in marketing 
practice currently affecting the industry, 
was to find themes that were raised by 
survey respondents. It is concluded that 
the strongest themes, representing over two 
thirds of respondents, are the following: 

* More competitors due to industry 
growth 

¢ More price competition 

* Oversupply of wine to the market 
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.t is concluded that strategies need to be 
2stablished to allow the industry to maximise 
the benefits of fair competition, whether that 
de from the number of competitors entering 
the market pre-empting an oversupply of 
wine, or competitive pricing. In addition 
to these themes, there is also concern 
regarding the need for higher quality wine 
and better branding. These themes provided 
a foundation for a closer examination of 
marketing practices in New Zealand wineries 
and the wine industry as a whole. 

The question was raised whether there is 
a need for the New Zealand wine industry 
to shift from being “allocators” of wine 
to becoming “marketers” of wine. In 
response, themes were identified from the 
author’s survey questions, asking whether 
organisations had changed their marketing 
practices in the last few years. It is concluded 
that the strongest themes, representing 
over two thirds of respondents, are the 
following: 
¢ No significant change 
* Increased communication 
« Increase export/positioning focus 
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The conclusion is that wineries should be 
Strategic in their approach to maintain 
their position in the market. This is 
based on respondents’ statements that no 
significant change has been made to their 
winery's marketing practices. Given that 
the other strongest themes were increased 
communication and export/position focus, 
it can be concluded that some wineries 
have identified the need to collaborate and 
assert a global focus for their wineries. 

In addition to the marketing practices 
themes, respondents stated that there 
was a need for more employment of 
marketing personnel, and a need to review 
packaging and branding. Respondents also 
claimed that they could best improve their 
organisations’ marketing effectiveness 
through the following conclusive 
themes representing over two thirds of 
respondents: 

e Better customer communication 
* More marketing 
e Developing relationships 


It can be concluded from these themes 
that the New Zealand wine industry could 
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benefit from creating an identity through 
cooperation; improving communication 
with customers; and developing new and 
existing relationships in the market. These 
themes can work hand in hand through 
cooperative marketing practices. 

An analysis of the internal and external 
environments was carried out, based on 
the theory and the resulting themes from 
the authors’ survey (figure 3). It can be 
deduced that New Zealand’s wine industry 
is conducive to strong cooperation in 
tourism and complimentary products like 
different types of cheese, but the industry 
lacks cohesion at a regional level, which 
weakens their competitive position. 

The mainconcernsthatwouldcreate better 
marketing effectiveness were enhanced 
quality; coordination within regions; and 
better branding which should be taken 
note of in the aforementioned analysis 
resembling the SWOT methodology. 

As discussed earlier in this article, 
the theory suggests trends that create 
better marketing effectiveness. It can be 
concluded that these trends are paraliel to 
the themes that have been identified, and 
emphasise the need to consider marketing 
practices that align with the rapid growth 
of the wine industry. With this conclusion, 
the next objective is to investigate the 
potential for cooperation between wineries 
for marketing purposes. 

The potential for cooperation between 
wineries was shown through themes 
presented by survey respondents, when 
asked for the reasons they would engage, 
or are engaging, in cooperative marketing 
with other wineries. It is concluded that 
the strongest themes, representing over two 
thirds of respondents, are the following: 

« Enhance regional image 
* Marketing and promotional 
cooperation 


The conclusion is reached that the 
marketing function is by definition very 
close to the customer, and this can make 
supplier cooperation difficult. However, 


there are different ways to cooperate in the 
marketing of wine, and it is evident that an 
enhanced regional image and cooperative 
marketing are of importance to New 
Zealand winemakers. Though most wineries 
belong to New Zealand Winegrowers, and 
therefore benefit from the “New Zealand” 
brand, it appears they need another tier 
of cooperation. This could be regional, or 
with wineries of similar characteristics. 

It is concluded that there is a genuine 
trend towards wineries cooperating with 
each other to boost communication, 
relationships and image, to counter 
competition and oversupply in the market. 
As mentioned earlier, an example of 
this type of cooperation is the ‘Family of 
12’ wineries who have come together to 
intensify their marketing efforts. These all 
coincide with the marketing function and 
point towards some form of cooperation to 
give economies of scale in the competitive 
wine market in New Zealand. 

These are alternative solutions to 
cooperative marketing means are suggested 
as being the following in a retail context: 

« Retail selling via boutique type liquor 
stores might be one of the options to 
consider 

e Concentrate on wine clubs 

¢ On-line selling worldwide 

e Regional wine tourism outlets 


In terms of the analysis and consolidated 
information from the literature review and 
the results of the survey, a further model 
can be constructed over and above the 
SWOT model outlined previously. This is 
discussed below. 

Realistically, the resounding conclusion 
is that wine industry participants see the 
importance of “working together”. It can 
be deduced that New Zealand Winegrowers 
was formed with a need to satisfy these 
needs in the first place and, if they are 
being raised again, it is time to review the 
need for another tier of cooperation in the 
industry. 
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Figure 5: Regional Cooperative marketing model for New Zealand 
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In order to reconsolidate the industry 
subsequent to its substantial growth, the 
following tiers of cooperation are presented 
as recommendations for New Zealand 
producers. 

e National - As stated earlier, the “New 
Zealand Wine” brand has received 
accolades at an international level, 
which concludes the national branding 
promotion carried out by NZWG., This 
promotion will continue using the three 
categories based on production volume. 

* Regional - The next step will be to 
look at the wine industry according 
to region (for example, Auckland, 
Marlborough, Otago, etc.), while 
retaining the established categories. » 
This tier will serve to promote each 
region independently, without diluting 
the recognition of the “New Zealand 
Wine” brand. The transition will be 
from “allocating” New Zealand’s wine 
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globally, to “marketing” regional wine 
to the international market. 

It is recognised that regional 
cooperation is occurring at present, 
albeit disjointedly, through wine 
tourism clusters and verticalintegration, 
as suggested in the researched literature 
and results. The rapid growth of the 
industry leads to the conclusion that 
it is indeed time to reconsolidate the 
regions in a similar way to NZWG. To 
summarise and conclude these findings, 
figure 5 is a suggested model that would 
differentiate the New Zealand regions 
and which could be of value elsewhere 
in the world as well. 

Varietal - Further to regional 
cooperation, the other distinguishing 
feature about wine is its variety type. 
Although there may not be a need 
to form a cooperative for each grape 
variety, there can be cooperation for 
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the marketing of, for example, pinot 
noir as a regional varietal). 


To capture the above recommendations, 
the following model for cooperation and 
marketing can be utilised to establish better 
marketing strategies for the wine industry 
in New Zealand. This model can possibly 
also be used elsewhere in the world in the 
Southern Hemisphere in particular, where 
broadly similar types of wine varieties are 
produced such as South Africa, Australia 
and Chile. 

Without these tiers there is a potential 
for “maverick” wine makers to compromise 
the quality and branding of the New 
Zealand wine industry. This needs to be 
avoided because it affects the pricing of 
the wine product, not to mention the 
lucrative hospitality and tourism industry. 
In summary, cooperative marketing is an 
option for wineries, which are big enough 
to be taken over but small enough to 
cooperate with other wineries to market 
their brands and intensify their economies 
of scale. 

These recommendations are possibly 
applicable to the southern hemisphere wine 
producers, such as South Africa, Chile and 
Australia, to refine their own marketing in 
order to cooperate in international niche 
markets. 
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INTRODUCTION 

From time to time, it grows instructive 
to reflect back on the progress that has 
been made in addressing important 
and interesting topics in retailing. The 
recent passing of Professor 5. Hollander, a 
retailing theoretician, marketing historian, 
outstanding colleague, and dear friend, has 
given rise to such an occasion. Two of Stan's 


Although several hypotheses have been proffered to explain changes in the structure and 
evolution of retailing institutions, none provides a comprehensive explanation of how and why 
| retail institutions evolve. This editorial first introduces the concept of the “Big Middle,” the 
marketspace in which the largest retailers compete in the long run. It then hypothesizes that 
_ these large retailers generally originate as innovators or low-price retailers that focus on a 
| particular niche but migrate into the Big Middle in search of greater revenues and profits. The 
goal of this editorial is to suggest an initial framework for investigating those factors that create 
the structure and motivate the evolution of retailing institutions. 


best known contributions to the retailing 
literature—“The Wheel of Retailing” 
(Hollander 1960) and “Notes on the 
Retail Accordion” (1966)—both addressed 
hypotheses relating to the structure and 
evolution of retailing institutions, and 
together, they stimulated the substance of 
this editorial. Because examining the past 
often provides the best insights into the 
future (Savitt 1989), this editorial begins 
with a brief historical account of Stan’s two 
hypotheses, 


THE WHEEL OF RETAILING 
One of the first, and perhaps the most 
famous, attempts to explain changes in 
retailing institutions was the wheel of 
retailing hypothesis; note the schematic 
diagram in Figure 1. The wheel hypothesis 
apparently first was proposed by M. P. 
McNair in a speech in 1957; this speech 
jater appeared as a book chapter (McNair 
1958). Hollander’s (1960) article on the 
wheel of retailing succinctly summarized 
its major tenet: 
The wheel of retailing hypothesis 
holds that new types of retailers 
usually enter the market as low-status, 
Jow-margin, low-price operators. 
Gradually they acquire more elaborate 
establishments and _ facilities, with 
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been profferred to explain changes in 
the structure and evolution of retailing 
institutions, none has obtained the 
discourse level of the wheel of retailing or 
the retailing accordion hypotheses, though 
three have gained some attention. One Is 
Maronick and Walker’s (1974) hypothesis 
pertaining to the dialectic process of thesis, 
antithesis, and synthesis. Their hypothesis 
posits that new retail institutions result 
when retailers borrow the “best practices” 
of very different competitors, much like 
children result from the combination of 
their parents’ genes. The established retail 
institution, known for its relatively high 
margins, low turnover, and plush facilities, 
is the department store—the thesis. 
Discount stores in their early form were 
the antithesis of service-oriented specialty 
stores. That is, they were characteristically 
low-margin, high-turnover, Spartan 
operations with broad variety. Over time, 
the best practices from department stores 
and discount stores were synthesized to 
form category specialist retailers. 

Another hypothesis, natural selection, has 
strong intuitive appeal for understanding 
change in retailing institutions (Dreesmann 
1968; Forester 1995). This hypothesis 
follows Charles Darwin’s theory that 
organisms with improved fitness will pass 
on their characteristics to future generations 
because of their enhanced possibilities for 
reproduction, which thereby improves the 
likelihood of the survival of the species.’ 
Organisms evolve and change on the basis 
of the survival of the fittest; in retailing, 
those institutions best able to adapt to 
changes in their customers, technology, 
competition, and legal environments have 
the greatest chance of success. 

Yet another hvpothesis pertains to 
the retail life cvcle, which, as might be 
expected, parallels the product life cvcle 
(Davidson, Bates, and Bass 1976). This 
hypothesis posits that retail institutions 


1 We thank Eric Arnould for clarifying Darwin's 
contribution 


evolve through defined stages that include 
birth, growth, maturity, and decline. 

For the most part, extant hypotheses 
regarding the structure and evolution of 
retailinginstitutionsaredeficientinthatthey 
fail to offer comprehensive explanations of 
how and why retail institutions develop. In 
particular, these hypotheses are primarily 
descriptive in nature and do not address the 
factors that motivate institutional changes 
in retailing. Moreover, as can be surmised 
from the dates of the publications cited, 
with the exception of some of Brown’s 
(1995) thinking, little theorizing or even 
speculation has occurred about retailing 
institutions in recent vears. Consequently, 
the goal of this editorial is to stimulate new 
thinking and foster renewed research about 
the structure and evolution of retailing 
institutions. 

Toward this goal, the remainder of this 
editorial presents the concept of the “Big 
Middle” as the basis of a preliminary 
hvpothesis regarding how retailing 
institutions begin and develop.* Together, 
the concept and the hvpothesis constitute 
a working framework for investigating 
factors that motivate the structure and 
evolution of retailing institutions. 


THE BIG MIDDLE 

The Big Middle, depicted in Figure 2, is 
defined as the marketspace in which the 
largest retailers compete in the long run, 
because there is where the largest number 
of potential customers resides. Although 
retailers do not have to be in the Big Middle 
to be successful in the short run, those that 
become the largest and, bv implication, the 
most successful are inexorably drawn there 
over time in their search for scale economies, 
increased revenues, and incremental profits. 
For manv successful retailers, a move to 


2 The Big Middle concept was introduced to the 
authors of this editorial by Bob Connolly, Execu- 
tive Vice President of Marketing, Wal-Mart Inc., at 
the 2004 Retailer Ruminations Conference, 
University of Arkansas. 
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the Big Middle requires that they expand 
their offerings into broader and deeper 
product lines and/or expanded markets. 
Oversimplifying somewhat, these retailers 
become volume-driven firms (Sheth and 
Sisodia 2002). Their initial customer bases 
simply cannot generate sufficient dollars 
to support their desired growth. In turn, 
one of the consequences of being volume 
driven is that retailers in the Big Middle 
tend to become generalists. 


Figure 2: Retai] Landscape 
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| Retailing 
According to the concept of the Big Middle, 
retail institutions tend to originate as 
either innovative or low-price retailers, and 
the successful ones eventually transition 
Or migrate to the Big Middle. Figure 2 
illustrates the Big Middle concept and 
the hypothesis (as reflected by the arrows 
in the figure) in the context of two retail 
strategy dimensions: relative price, which 
is depicted on the horizontal axis, and 
relative offerings, depicted on the vertical 
axis. Although these strategic dimensions 
admittedly are oversimplified for expository 
purposes, they serve to focus the discussion 
and elucidate our major points, 

The structure of retailing is such that 
retailers typically exist in one of four 
segments: innovative, Big Middle, low- 


price, and in trouble. Retailers that occupy 
the innovative segment direct their 
strategies toward quality-conscious markets 
who seek premium offerings. Low-price 
retailers appeal to price-conscious markets, 
Big Middle retailers thrive because of their 
walue offerings, and in trouble retailers 
are unable to deliver high levels of value 
relative to their competitors. 

As Figure 2 implies, many occupants 
of the Big Middle have migrated there by 
initially providing an innovative offering, 
a low price, or both, which gave superior 
value to customers. At the same time, 
because they excel at innovating, offering 
low prices, or both, consumers gravitate to 
them. In other words, Big Middle retailers 
have succeeded by transitioning from 
the innovative or low-price segments by 
leveraging their respective strengths and 
thereby transforming their niche appeal 
into mass market or large segment appeal. 
AS a consequence, Big Middle retailers 
possess an entirely different position in 
the marketspace, from which they offer 
innovative merchandise (variety and 
breadth of stockkeeping units) at reasonable 
prices. They successfully have transformed 
perceptions of themselves from innovative 
leaders or low-price leaders to a hybrid 
of the two that appeals to a much larger 
customer base and provides great value for 
a broader array of merchandise. 

However, after they move into the Big 
Middle, retailers cannot expect to rest 
on their laurels. Simply being in the Big 
Middle is not sufficient for long-term 
viability. Although the Big Middle is 
desirable because of its revenue and profit 
potentials, it is also the most dangerous 
and competitive marketspace. A case in 
point is conventiona!] department stores. 
Once the darlings of Wall Street, they now 
are considered among the dinosaurs of 
retailing because they have not been able to 
sustain superior value through innovative 
offerings and reasonable prices. 

To maintain their leadership positions, 
Big Middle retailers must continue to 
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focus their efforts on maintaining and 
sustaining their value proposition; that is, 
the skills that got them to the Big Middle 
must be constantly audited, fine tuned, 
and, in many cases, changed if they are to 
remain viable. Residing in the Big Middle 
frequently means that a retailer must 
develop new organizational structures and 
invest heavily in fixed assets to achieve the 
requisite revenue volume. This necessity 
in turn means that overhead typically will 
be a major determinant of their financial 
performance. 

These Big Middle retailers must be careful 
of falling into a dominant logic mindset 
(Bettis and Prahalad 1995: Prahalad and 
Bettis). Bettis and Prahalad (1995) define 
the term “dominant logic” to refer to an 
information filter that causes managers 
to focus only on information and data 
“deemed relevant by the dominant logic” 
of the organization (p. 7). They believe that 
a firm's dominant logic places constraints 
on its ability to learn and, more important, 
precludes a firm from the “unlearning” 
required to effectuate strategic change. This 
inability to learn and adapt to structural 
changes (D’Aveni and MacMillan 1990) 
is likely to result in the displacement of 
Big Middle retailers by new entrants from 
the innovative or low-price segments. 
Additional organization science theories 
and findings should help develop and 
expand the Big Middle concept. 

Customers become loyal to Big Middle 
retailers partially because these retailers 
provide them with what thev need, what 
they are accustomed to, good service, 
and excellent relationship management 
programs. However, the skills that enable 
a retailer to transition into the Big Middle 
sometimes become the seeds of its demise. 
Retailers in the Big Middle are sometimes 
myopic and either internally focused or 
fixated on other competitors in the Big 
Middle, such that they fail to recognize 
external threats from the innovative or 
low-price segments. Thus, over time, Big 
Middle customers can be lured away bv 


retailers that offer better value through 
innovative products or formats, low prices, 
or both. 

Big Middle retailers that fail to maintain 
their value proposition will transition to 
the in trouble segment. Some in trouble 
retailers then will transition to the 
innovative or low-price segment, some will 
remain in the in trouble segment and exist 
as marginal competitors, and some will exit 
retailing altogether. 

Modern retailing history is rife with 
examples of retailers who used to exist 
in the Big Middle but somehow lost their 
ability to provide customers with an 
offering they considered valuable. For 
example, Woolworth’s and Montgomerv 
Ward, once the stalwarts of America’s 
Main Street, no longer operate stores in 
the United States. At this writing, Kmart 
still is considered bv many to be in trouble, 
though it emerged from Chapter 11 
bankruptcy in Mav 2003. Since it acquired 
Sears in late 2004, newfound hope suggests 
Kmart mav somehow morph into either a 
new innovative or low-price retail format 
and emerge out Of being in trouble. 

According to the Big Middle hvpothesis, 
retailing institutions typically originate 
in another segment (innovative or low- 
price), and the successful ones migrate 
to the Big Middle. Oversimplifving a bit, 
fledgling retailers in each of these two 
segments tvpically can be categorized 
along a continuum from _ product 
Specialists to market specialists that fulfil 
certain consumer needs. In other words, 
new retail firms can specialize by offering 
a deep and broad product array that has 
a wide appeal (e.¢., batteries), or thev 
can specialize by meeting the needs of 
a particular demographic, geographical, 
or other market (e.g., golfers). Starbucks 
and Foot Locker are examples of product 
specialist retailers, whereas Old Navy and 
Abercrombie & Fitch represent market 
specialist retailers. Research is needed to 
determine how product/market specialist 
Strategies combine with innovation/low- 


price strategies to influence retailing 
success or failure in the segments, as well 
as whether, in concert, these strategies 
influence a retailer’s transition to, and 
performance in, the Big Middle. 

In the 1960s and 1970s, the Big Middle 
was dominated by traditional department 
stores. These stores provided a one-stop 
shopping experience, and due to the lack 
of significant competition, they were 
somewhat insulated from failure. Customer 
service was generally high relative to 
today’s standards. Sears, JC Penney, and 
Montgomery Ward ruled the value segment 
through their standardization of stores and 
merchandise, as well as through buying 
economies of scale. Specialty stores such 
as Casual Corner, 5-7-9, and Florsheim 
Shoes dominated the innovative segment 
with interesting assortments that were 
deeper and more targeted than those that 
department stores provided. 

The 1980s brought significant change 
to both the competitive environment 
and the Big Middle. Department stores 
remained in the Big Middle, but they were 
no longer dominant. Credit purchases, 
which were pioneered by _ traditional 
department stores, had been adopted 
as standard practice by both specialty 
and discount retailers. In addition, the 
growth of suburban malls enabled the 
innovative and value retailers of the 1970s 
to occupy the same geographic locations 
as the department stores. Some of these 
same retailers expanded their markets and 
migrated to the Big Middle. 

At the same time, a new set of innovative 
retailers came onto the scene. The Limited 
and The Gap entered on the fashion side, 
whereas category specialists such as Home 
Depot and Best Buy dominated hard goods. 
Most of these innovative retailers were 
perceived as offering moderately priced 
products and, therefore, as providing great 
value. Discounters like Wal-Mart, Target, 
and Kmart took the low-price position, 
which they achieved through operational 
excellence. 
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The composition of the Big Middle 
Shifted again in the 1990s, as the 1980s 
value leaders Wal-Mart and Target moved to 
the Big Middle along with such innovative 
retailers as Home Depot, Best Buy, The 
Gap, and The Limited. The once-dominant 
traditional department stores became 
second-level competitors. They traded up to 
more expensive designer labels and reduced 
their assortments; unfortunately, the same 
designer labels and assortments could 
be found in virtually every department 
store. Department stores were perceived as 
offering good value only when merchandise 
was on sale. Because predictable sales were 
frequent, profit margins eroded. 

Now that Wal-Mart, Target, and Home 
Depot have migrated to the Big Middle, 
the low-price proposition currently comes 
from dollar stores, and the innovation 
proposition comes from e-commerce. It is 
not certain which institutions will migrate 
to the Big Middle next. However, because 
the Big Middle is dynamic, it will continue 
to evolve and be redefined. 

Although retailers in the Big Middle have 
changedandcontinue to change, the newest 
entrants retain the same characteristics 
that made them popular initially: They 
are generally innovative and/or they 
Offer relatively low prices. Thus, they are 
perceived to offer good value. 


GOING FORWARD 

The Big Middle is a normative depiction of 
how retail institutions start and evolve over 
time. A few illustrative retailers have been 
noted to help provide perspective. We hope 
that this editorial will encourage additional 
research by looking at longitudinal data 
for a number of retailers to better grasp 
how they have evolved, the importance of 
various value success levers, and how these 
value levers link to outcome metrics such 
as sales and profitability growth. 

In particular, five primary value levers— 
innovative merchandise, technology,supply 
chain management, price optimization, 
and store name/image—can be used by 
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retailers to transition into the Big Middle 
or, once there, to maintain their positions. 
One of these levers that has a significant 
effect on consumer value is providing 
innevative merchandise and ai mneéd- 
satisfying assortment. To do this, retailers 
must understand consumer behaviour from 
perspectives that heretofore have been 
ignored, For example, Arnould (2005) offers 
several wide-ranging speculations regarding 
a consumer-centric approach to retailing 
and retailing researcn that bear serious 
consideration. Another lever involves the 
use of technology to provide customer 
excellence through better customer service 
and customer relationship management. 
Sethuraman and Parasuraman (2005) pose 
a series of technology-related questions 
that shouid be answered in the context of 
Big Middle retailers. 

The supply chain management lever can 
be deployed to lower costs and achieve 
operational excellence; for exampie, Manv 
scholars attribute VYal-Mart’s success to its 
state-of-the art supply chain, including 
Brown, Dant, ingene, and Kaufman 
(2005). Another lever for lowering costs is 
the ability to manage the pricing process 
actively using pricing optimization 
techniques (Levy, Grewal, Kopalle, and 
Hess 2004). Finally, the cost of attracting 
customers (store traffic) can be lowered if 
a retailer carefully develops, maintains, 
and strategically leverages the reputation 
and value of its store name and associated 
image (Grewai, Levy, and Lehman 2004), 

One of the unanswered, and indeed too 
frequently unasked, questions relating 
to the Big Middle asks why some frms 
get “in trouble” and eventually leave the 
Big Middle. More generally, what factors 
drive institutions into and out of the Big 
Middle? The framework proposed in this 
editorial, we hope, will lead to a renewed 
interest in the structure and evolution of 
retailing institutions, topics sorely in need 
of creative attention. 
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ABSTRACT 


heart of corporate strategy-making. 


The purpose of this paper is to provide a 
brief review of the state of the marketing 
domain and to set out an alternative model 
designed to put marketing back at the heart 
of organisational strategy-marketing. 

It is deliberately written in a ‘non 
double-blind-referred journal’ style in 
the hope that these views will reach a 
wider audience. It is fully accepted that 
the art vs. science, phenomenology vs. 
positivism debate will continue, quite 
tightly, but this paper is not about such 
grave matters. It is intended merely to 
note some reflections after sixteen years 
as a marketing practitioner and twenty six 
years as an academic on why, following 
the white heat of excitement about the 
orgastic future of marketing in the Wills 
days of the 1960s, it has today lost its 
influence in the corporate world, in spite 
of all our best efforts. So, what has gone 
wrong and what can be done to bring 
about a recovery? 


A BRIEF REVIEW OF THE STATE OF 
MARKETING 


“Now it is a strange thing, but things that 
are good to have and days that are good to 
spend are soon told about and not much 
to listen to; while things that are uncom- 
fortable, palpitating and even gruesome, 


This paper reviews the state of marketing after fifty years of theory and practice. It examines the 
role of practitioners, consultants and academics and concludes that marketing has been largely 
relegated to the relatively minor role of promotion and has been sidelined as a contributor to 
corporate strategy-making. The paper then proposes a future agenda for marketing. It proposes 
a robust model of marketing theory and practice designed to put marketing firmly back at the 


may make a good tale and take a deal of 
telling anyway.” 


The Hobbit, JRR Tolkien, Harper-Collins 
Publishers, London, 1995 


Perhaps there is some point to all this 
recent intellectual whingeing about the 
state of marketing. So, before suggesting a 
way forward, let us make a very brief review 
of what we have achieved after over fifty 
vears Of marketing. Let us look at the three 
main constituent parts:- practitioners; 
consultants; and academics. 


PRACTITIONERS 


As for practitioners, what better place to 
start than with famous Tom Peters’ ‘In 
Search of Excellence’, (1982). According to 
Richard Pascale (1990), of Peters’ original 
forty three excellent companies, only six 
were still excellent only eight vears later. 

Table 1 shows clearly that many of Britain’s 
best performing companies during the 
decade up to 1990 subsequently collapsed. 

Table 2 shows a real company, (disguised 
here) which apparently has performed 
extremely well over a five year period. 
Table 3, however shows clearly that its 
performance is extremely poor when set 
in context. 
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Table 1: Britain’s top Companies (Management Today) 


Market Value Subsequent 
a performance’ 


MFI Collapsed 
Lamso Still profitable 
Bejam Acquired 
Racal Still profitabie 


Polly Peck Collapsed 
Atlantic Computers Collapsed 
BSR Still profitable 
Jaguar Acquired 
Amstrad Still profitable 
Body Shop Still profitable 
Blue Arrow Collapsed 
1. Where a company has been top for more than 1 year, the next best company chosen in the subse- 
quent year e.g. Poly Peck was related top 1983, ‘84 and ‘85 
2. Pre-tax profit as percent of investment capital 
3. Note: This table is similar to a P&L with one important exception — depreciation, a standard item in any 
P&L has been replaced has been replaced by capital expenditure, which does not appear in P&Ls. In the 
long-term, Capex levels determine depreciation costs. Capex as a percentage of sales in an investment 
ration is often ignored by marketers, and it has been included in this table to emphasize its importance. 





From Professor Peter Doyle, Warwick University 


Table 2: Inter Tech’s Five Year Performance 


Performance | Performance (£million) — Base Year | — 


Gross Contribution £186 
— Manufacturing overhead 82 
- Marketing & Sales 26 
— Research & Development 


cc 


Assets £141 £162 | £167 | £194 | £205 £206 
Assets (% of sales) 56% 55% a = a = 
Return on Assets (%) 13.5% | 15.6% | 19.1% | 24.4% | 26.7% | 


Source: The Marketing process Company 





Table 3: Why Market Growth Rates are Important. InterTech’s 5 Year Market-Based performance 


Performance (Emilion) | Base Year [1 | 2 | 3 [a [3 

Market Growth 18.3% 17.6% 34.4% 24.0% 17.9% 
InterTech Sales Growth (%) 12.8% 17.4% 11.2% 27.1% 16.5% 10.9% 
Market Share (%) 20.3% 19.1% 18.4% 17.1% 16.3% 14.9% 


Customer Retention (%) 88.2% 
New Customers (9%) 11.7% 
% Dissatisfied Customers 13.6% 




































Relative Product Quality +10% 
Relative Service Quality +0% 
Relative New Product Sales +8% 






Source: The Marketing process Company 
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Table 4: Quality of Profits 


a 
[cost GooatSol@ SiS 


Advertising 11 3 
a a 
7 2 


R&D 
Capital Investment 
Key Trends Past 5 revenue growth 10% pa Flat revenue, declining volume 
e Heavy advertising investmentin | © No recent product innovation, 
new/improved products little advertising 
e Premium priced products, new * Discontinued pricing, so high 
plant, so low cost of goods sold cost of goods sold 


The make-up of 14% Operating Profits 
Virtuous = (%) Dissembler pic (%) 


Profit on existing products over 
3 years old 

Losses on products recently 
launched or in development 
Total operating profits 













































From Hugh Davidson's ‘Even More Offensive Marketing’, Butterworth-Heinemann, Oxford, 1998 


Table 4 (Davidson, 1998) also shows that a Cranfield database of leading European 
one apparently high performing company Companies using an anonymous Audience 
is really poor when the kind of non- Response System) shows that, almost ten 
reportable items shown in the table are — years since the famous Reicheld and Sasser 
taken into account. (1990) article, very few companies measure 

Table 5 shows the retention rate ofa real customer retention by segment. 
company by segment, whilst Table 6 (from 


Table 5: Measurement of Segment Profitability 
Total — hac es 
Market 
Percentage of market 27.1 18.8 
represented by 
segment 


Percentage of all 
profits in total market 
produced by segment 






















Ratio of profit 
produced by segment 
to weight of segment 
in total population 








Source: Cranfield Database: Payne, A. 1999 
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Table 6: We Measure Customer Retention by Market Segment 





Not at all 
49% 12% 10% 9% 7% 6% 3% 3% 1% 


Source: Marketing Value Added Cranfield Conference, April 2002 


Tables 7 and 8 (also from a Cranfield data- _ profitability, in spite of the fact that it always 
base of over 500 leading European companies has been the cost of dealing with customers 
over a five year period) show clearly that few after the ‘product’ leaves the ‘factory’ that 
organisations measures market or customer determines profitability. 


Table 7: To what extent do you allocate attributable costs (interface costs) to individual accounts (not 
marmalading costs across the whole customer base)? 





1 il ug 
a — 





Te eeet be aw We 
UTTTICOETEETETINTT RAPT TT ET a 


mee tai — cl Totally 


at all 


Source: Cranfield Key Account Management Research Club, 2002 


50 International Retail and Marketing Review 


Table 8: How well do you know the real profitability of the top ten accounts? 


38 


eT Be 





18 
Ee 


11 
uv 10 


Pio of | =) 
HUE RT eel 
LEELA hehe 
] 2 3 a 5 6 7 8 9 
Not ee 


at all 


Source: Cranfield Key Account Management Research Club, 2002 


Table 9 indicates what marketing inform- shows very clearly that very little of this is 
ation the financial community needs to reported in annual accounts. 
make sensible investment decisions. It also 


Table 9: External Investor Marketing Disclosure 
INFORMATION NEEDED 
e Market value (86%) 
e Key competitors (85%) 






DISCLOSED 
e Market size/trend (8%) 






Market 
Environment 


e Marketing investment (71%) 
¢ New product stats (68%) 


¢ Marketing investment (10%) 
e Innovation (10%) 

¢ Efficiency (6%) 

e Brand awareness (62%) 

* Customer satisfaction (60%) 







Customer ¢ Brand preference (16%) 


motivation 
e Distribution coverage (68%) | e Customer loyalty (18%) 


° Price elasticity (72%) 






Customer 


behaviour ¢ Relative loyalty (16%) 


e Markets share (91%) * Trade distribution (72%) 


Source: Brand Finance 1999 Source: Professor Hugh Davidson 
(Cranfield visiting professor) 
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Table 10: The Cultural Web (What senior 
non marketers believe about marketers) 


Symbols 
e Cars 
e Offices 
e Terminology rn 
Stories and | e Statistics : Power 
myths _, @ Lunch | structures 
¢ Mud doesn’t stick | ee ieee 
* Golden child withheld 
= baer BE IMaley ¢ Take credit for 
* No loyalty : others work 
2 an | Paradigm  * Jargon 
e Costs f g 
* Experience -. @ Unaccountable’ 
peeeones e Untouchable 
¢ Expensive oe 
¢ Slippery Org structures 
© Lack of 
Rituals | structure 
° Planning e Internal focus 
; Desc? ff Gana WS, ¢ Angi 
meetings 
* On site =: 00 16. BORE 
meetings » fick 
¢ Travel 
e Soft measurement 
© For self 


‘ 


Source: ‘Defining a Marketing Paradigm 
(Baker, S. 2000) 


Table 11: Outline of Previous Research 






Country Outline of results 
USA 
Australia 


UK 













Study 
Buzzell and Wiersema (1981) 
McColl-Kennedy et a/. (1989) 
Greenley (1985) 


Limited use of formal planning methods 








Awareness and usage of methods ~ low 








Only 24% use portfolio analysis; half use PLC 
analysis 














Haspelagh (1982) Only 45% use portfolio analysis regularly 


Hopkins (1981) 





A quarter use portfolio analysis, only 13% use PLC 
analysis 








Half use SWOT analysis, one-third use PLC, only a 
few use portfolio, PIMS, perceptual mappling and 
conjoint analysis 


Hooley et al. (1984) 













Reid and Hinkley (1989) Little awareness of portfolio and PLC analysis, and 


PIMS 


Half use portfolio analysis regularly, and a quarter 
use PIMS regularly 


15% use portfolio analysis, 27% use PLC with 62% 
using SWOT 


Limited use of conjoint analysis by MR consultants 


UK/Hong Kong 









Ross and Silverplatt (1987) USA 


















Verhage and Waarts (1988) | Netherlands 











USA 
USA 


Wittink and Cattin (1989) 
Wood and Laforge (1986) 





Portfolio analysis used by 67% of sample 





Source: Greenley (1994) MP, marketing planning; SP, strategic planning 
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Johnson and Bailey (1992) developed the 
Cultural Web as a method for measuring 
corporate culture. Table 10 is from yet 
another Cranfield database which, using 
the cultural web methodology, captures the 
attitudes of senior non-marketing managers 
to marketing practitioners. A cursory glace 
at the central paradigm, which reveals 
marketing practitioners as ‘unaccountable, 
untouchable, expense and slippery’, leaves 
us in little doubt about the current status of 
marketing practice. 

Turning briefly to the body of marketing 
knowledge that has been taught for over 
fifty years, Greenley’s summary of research 
into the extent to which it is used (see 
Table 11) reveals a depressing picture, whilst 
Table 12 shows the author’s observations 
on the weaknesses of over two hundred 
marketing plans formally reviewed over a 
ten year period. 

Based on formal critiques of strategic 
marketing plans from the SBUs of multi- 
national, industrial and serve businesses, 
McDonald, M., Cranfield Database, May 
1996. 

Finally, and also from a Cranfield 
database, Table 13 reveals a depressing 
honesty amongst senior marketing 
practitioners about their lack of knowledge 
about the financial impact of marketing 
expenditure. 

In short, notwithstanding that the 
above represents a somewhat random and 
biased selection of examples of the state of 


Table 12: Key Areas for Improvements in 
Strategic Marketing Plans 









¢ Market overviews contain substantially more 
information than is necessary, with no hint of 
the implications for marketing activity. 






* Key segments are rarely identified. ‘Segments’ 
are often sectors or products, rather than groups 
of customers with similar needs. 





° The competitive situation is not well analysed 
and plans appear to assume no activity or 
reaction by competitors. 










e¢ SWOT analyses rarely pin down convincingly 
the value that is required by segments. They are 
frequently too general to lead to any actionable 
prepositions. 






¢ Our own distinctive competences are rarely 
isolated and built on. 








e SWOTSs are rarely summarised clearly and 
logically in a portfolio which provides a 

categorisation of the relative potential of each 
and our relative strengths in each. 






¢ Marketing objectives are frequently confused 
with marketing strategies and do not follow 
logically from the portfolio summary. 


e The resource implications of effecting the 
marketing plans are not always Clear. 


practitioner marketing, most readers will in 
their heart of hearts recognise that they are 
not far from the truth. 







CONSULTANTS 

Turning secondly to consultants, which 
includes the likes of advertising agencies, 
they appear to have fared little better. 
The author has painstakingly listed over 


Table 13: We know the financial impact of all the elements of our marketing 
strategy and we measure and report them to the board 








hac Sting 
rs bn eee ae 
. ~* : J 
¥ 
Spa os 








Source: Cran- 





field Marketing 
a Value Added 
Not at all Totally Research Club, 
31% 25% 18% 6% 7% 1% 9% 1% 1% April 2002 


Marketing malpractice and the future of marketing 53 


three hundred consultant initiatives 
developed during the past thirty years, 
a small selection of which are listed in 
Table 14. 


Table 14: Initiatives (300) 


¢ In search of excellence 
Marketing warfare 
One minute manager 
MBWA 


7 Ss 


° 

e 

e 

e Skunk works 
e 

e Etc, 





During the past ten years, many companies 
have sought a remedy for their declining 
fortunes by retreating into faddism, 
hungrily adopting one fad after another 
as they were peddiled by eager consultants. 
In most cases these initiatives have failed, 
aS organisations have treated them as a 
quick-fix bolt-on without addressing their 
underlying problems. The International 
Standards Organisation’s ISO 9000 quality 
initiative, for example, very laudable when 
used sensibly, has, in the main, only been 
a guarantee that organisations can produce 
rubbish perfectly and consistently. We use 
the word ‘rubbish’ judiciously, because 
there is little point in producing perfectly 
something that people do not buy. 
Another fad has been business process 
re-engineering (BPR). This has been an 
outstanding success in those companies 
which have used it to redesign their 
processes to create value for customers. 
But in those organisations which have not 
grasped the nettle of customer satisfaction, 
it has achieved merely cosmetic productivity 
improvements (Edwards, 1997), Yet another 
has been balanced scorecards. This too, for 
CEOs who understand the need to balance 
the requirements of all the stakeholders in 
a company delivering customer value, has 
been very successful. It is a strategy used 
with great success by BAA, for example, for 
managing its complex web of stakeholder 
relationships. But for those CEOs who do not 
understand the importance of being market 


driven, it has proved to be just another fad. 

Of course all of these initiatives are 
fabulous and do work, but only when 
they are seen in the context of providing 
superior customer value as a means of 
providing superior shareholder value. Alas, 
even in those organisations committed to 
‘relationship’ and ‘one-to-one’ marketing, 
too often customers remain the Cinderellas. 
As Harvard Business School’s Susan 
Fournier has pointed out (1998), rapid 
development of relationship techniques in 
the USA has been accompanied by growing 
customer dissatisfaction. The much vaulted 
relationship that companies were so eager 
to forge with their customers involved not 
so much delighting them as abusing them, 
suggested Founier. 

Theproblem isthatcompanies havebecome 
so internally focused they have got carried 
away with supply-side issues and taken their 
eye off the customer ball. Until organisations 
make a serious effort to lift their heads above 
the parapet and understand their markets and 
their customers better, al] the great initiatives 
referred to above will amount to expensive, 
time-consuming mistakes. Most boards are 
spending too much of their valuable time on 
internal operational efficiency (doing things 
right) at the expense of external operational 
effectiveness (doing the right things). 

In conclusion, whilst consultants have 
not surprisingly fared somewhat better 
than the marketing practitioner com- 
munity, they could hardly be adjudged to 
have had a big impact on practice. 


ACADEMICS 


Finally, of course, there is the academic 
community. Table 15 lists a small selection 
of quotations from well-known academics. 
Most damming of all is the last one. At 
the Academy of Marketing Debate in the 
summer of 2000, the author carefully 
prepared his debate-winning proposal 
that the academic marketing community 
was out of touch with marketing practice. 
One of the facts gathered concerned the 
number of papers in marketing academic 
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Table 15: Academics 









e “Much research is directed at technical 
refinement, which produces low risk, quick 
win publications that are largely irrelevant or 
incomprehensible to practitioners. The voice of 
academics is becoming weaker” (Hugh Wilmott 
of MBS) 


Robin Wensley said that marketing academics 
have had little impact. “A much wider 

understanding of the nature of the competitive 
market place is required, given that it is such a 
central phenomenon” 


















Of ten issues, (Confirmed by 3 - academic 
papers and the MSI), only 4% were addressed in 
the top, 5 star rated academic journals 





Source: McDonald, M. Academy of Marketing 
Debate, University of Derby, 2000 


communities which addressed the top 
fourteen issues of concern to practitioners 
(Wensley 2000) in the two top, five-star 
rated academic journals. Four per cent was 
the derisory number! One wonders whether 
there is a grain of truth in the assertion that 
academics are being increasingly forced 
by the RAE to write for a narrow, esoteric 
audience in media which are of little 
relevance to the real world. 

Whilst such journals 


Table 16 


clearly have 


In undertaking an in-depth perusal of the evolutionary interaction of this acronymic organisational 
communication, the dual orientation for the analysis paradoxically required an unashamed repositioning 
of the eclectic conceptual framework amongst the multi-disciplinary body of illuminative speculation in 


predominantly scholarly bureaucratisation. 


Yet, coincidentally, its empirical complexity had to remain relevant to the esoteric realities of postmodern 


relevance to academics and whilst their 
role is fully appreciated, the influence and 
prestige afforded to them by the RAE is out 
of all proportion to the problems facing 
the global marketing community and only 
succeeds in diverting the abundant genius 
in our academic community into a cul-de- 
sac. Furthermore, the style of such pieces 
is also becoming increasingly dense and 
impenetrable. The author’s spoof piece 
in Table 16 is a somewhat lighthearted 
parody of what senior academics face when 
reviewing certain papers for double blind 
refereed journals. 

The net impact of this sad neglect by the 
academic and practitioner communities 
is that marketing as a function has been 
increasingly relegated away from the core 
Strategy-making engine of organisations 
to become a sales support department, 
in charge of T-shirts and promotion (as 
evidenced by the cultural web shown in 
Table 10). 


FROM TACTICS TO STRATEGY 


So, what can be done to begin to recover 
from the sorry state the marketing 
community finds itself in? 

Firstly, we have to work hard to recapture 


professorial integrative antecedent development trends at appropriately conceptualised and operationally- 
implemented metal levels. Consequently, it was necessary to review the independently formulated 


psychometric traditions and to employ confidently the articulately-present phenomenological methodologies 
currently available for polysyllabic paradigm exploration. Unfortunately, the ensuing generalised multifaceted 
model for evaluation (in its specific systems dimension, naturally) had unexpectedly and unexplainably 
exploded — though not exhaustively. They major administrative atomistic components, suitably enumerated, 
are now, unfortunately, somewhat hindering the Assessor's understanding process. 


However, tabulation analysis of the topography implicitly indicates that comprehensive evaluation of the 
interdenominational micro data has finally exhausted the course. Assessor and any further critical, unbiased, 


postmodernistical review will just have to wait until he has had a few strong gin tonics! 
| call this style ‘anorexia doctoratitis' - an excessive desire to be more and more impressive verbally, leading to 


mental emaciation and, eventually, death. 


Source: McDonald, M. Open University Business Schooi, Critique of a new MBA Module on Postmodern 


Marketing, 2001, 


Marketing malpractice and the future of marketing 55 


the high ground —- the strategy domain. 
This, however, means reaching some kind 
of consensus about what marketing is. 
Enormous damage is done to our cause 
when the President of The Chartered 
Institute of Marketing declares: “Marketing 
isn’t a function. It is an attitude of mind” 
(Thompson, D. 2001). There will be many 
amongst us who wonder how an attitude 
of mind can be measured, researched, 
developed, protected, examined, etc., all 
of these being the avowed purpose of the 
professional body. Add to this the hundreds 
of different definitions of marketing to be 
found in books and papers on marketing 
and the confusion is complete. A selection 
of thirty such definitions are to be found 
in McDonald 2002, most of which involve 
doing things to customers. 

Let us be unequivocal about marketing. 
Just like finance, or HR, or IT, itis a function, 
but described in terms of what it actually 
entails, as shown in Table 17. This is shown 
diagrammatically in Figure 1. 


Table 17: Definition of Marketing 


Marketing is a process for: 

¢ defining markets 

* quantifying the needs of the customer groups 
(segments) within these markets 

* putting together the value propositions to 
meet these needs; communicating these 
value propositions to all those people in the 
organisation responsible for delivering and 
getting their buy-in to their role 
playing an appropriate part in delivering 
these value propositions (usually only 
communications) 

* monitoring the value actually delivered. 

For this process to be effective, organisations need 

to be consumer/customer-driven 


Source: McDonald, M.Marketing Plans: how to 
prepare them, how to use them, Butterworth 


Before expanding on each box, it will be 
seen that boxes | and 2 are Clearly about 
strategy determination, whilst boxes 3 and 
4 are about tactical implementation and 
measurement. It is these latter two that 
have come to represent marketing as a 
function, which is still principally seen as 
sales support and promotion. The author 





recently drove through a new housing 
estate, where a neon sign above an up- 
market prefab blasted out the following 
words: “The marketing Suite”, loosely 
translated as: “This is where you come to get 
sold to”. And when government bodies, 
charities and the like say “we need some 
promotion”. 

The options, then, are clear. Firstly, let 
us all stop this pretence at strategy and 
concentrate on where the marketing 
community actually is, which is sales 
support. Or let us take marketing centre 
stage, with a major impact on corporate 
Strategy development. 

There is more than enough evidence (see, 
for example, Jenkins 1997) that one of the 
fundamental determinants of corporate 
success — ie. correct market definition, 
market segmentation and positioning is 
poorly understood in the corporate world 
at large. So, let us begin by looking in a 
little more detail at each of the boxes in 
Figure 1. 


Figure 1: Map of the Marketing Domain 
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This process is clearly cyclical, in that 
monitoring the value delivered will update 
the organisation’s understanding of the 
value that is required by its customers. The 
cycle may be predominantly an annual 
one, with a marketing plan documenting 
the output from the “understanding value” 
and “develop value proposition” processes, 
but equally changes throughout the year 
may involve fast iterations around the 
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cycle to respond to particular opportunities 
or problems. 

We have used the term ‘Determine 
value proposition’, to make plain that we 
are here referring to the decision-making 
process of deciding what the offering to the 
customer is to be — what value the customer 
will receive, and what value (typically the 
purchase price and on-going revenues) the 
organisation will receive in return. The 
process of delivering this value, such as by 
making and delivering a physical product 
or by delivering a service, is covered by 
‘Deliver value proposition’. 

Thus, it can be seen that the first two 
boxes are concerned with strategic plan- 
ning processes (in other words, developing 
market strategies), whilst the third and 
fourth boxes are concerned with the 
actual delivery in the market of what was 
planned and then measuring the effect. 
Throughout, we use the word ‘proposition’ 
to indicate the nature of the offer from the 
organisation to the market. 

It is well know that not all of the value 
proposition delivering processes will 
be under the control of the marketing 
department, whose role varies considerably 
between organisations. The marketing 
department should be responsible for 
and central to the first two processes, 
‘Understand value’ and ‘Determine value 
proposition’, although even these need 
to involve numerous functions, albeit co- 
ordinated by specialist marketing person- 
nel. The ‘Deliver value’ process is the role of 
the whole company, including for example 
product development, manufacturing, 
purchasing, sales promotion, direct mail, 
distribution, sales and customer service. 

The various choices made during this 
marketing process are constrained and 
informed not just by the outside world, but 
alsoby the organisation’s assetbase. Whereas 
an efficient new factory with much spare 
capacity might underpin a growth strategv 
in a particular market, a factory running at 
full capacity would cause more reflection 
on whether price should be used to control 


demand, unless the potential demand 
warranted further capital investment. As 
well as physical assets, choices may be 
influenced by financial, human resources, 
brand and information technology assets, 
to name just a few. 


DEFINE MARKETS AND UNDERSTAND 
VALUE 


Inputs to this process will commonly 

include: 

e The corporate mission and objectives, 
which will determine which markets 
are of interest; 

e External data such as market research; 

¢ Internal data which flows from on- 
going Operations. 


The process involves four major sub- 
processes, Shown in Figure 2. 


Figure 2: Define markets and understand value 
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Analysis 


First, it is necessary to define the markets 
the organisation is in, or wishes to be in, 
and how these divide into segments of 
customers with similar needs. The choice 
of markets will be influenced by the 
corporate objectives as well as the asset 
base. Information will be collected about 
the markets, such as the market’s size and 
growth, with estimates for the future. 
Once each market or segment has been 
defined, it is necessarv to understand what 
value the customers within the segment 
want or need. This value is most simply 
thought of as the benefits gained from 
the product or service, but it can also 
encompass the Value to the customer of 
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surrounding services such as maintenance 
or information. This step also encompasses 
what the customer is prepared to give in 
exchange, in terms of price and other 
criteria, such as lifetime running cost or 
convenience of purchase. One way of 
expressing customer value requirements 
is via a critical success factor analysis 
which might list such criteria as product 
specification, quality or reliability, the 
quality and range of services, price and the 
ease of purchase, and which might also 
include weights to illustrate their relative 
importance to the customer in the buying 
decision. This step of ‘Understand value 
required’ also includes predicting the value 
which will be required in the future. 

In performing this step, it may emerge 
that subsets of the customers within a 
market have very different requirements. In 
this case, the market may need to be further 
segmented to represent these subsets. 
Hence there is an important feedback loop 
from this step to the ‘Define markets’ step. 

‘Understand competitor value  posi- 
tioning’ refers to the process of establishing 
how well the organisation and _ its 
competitors currently deliver the value 
that the customers seek. To illustrate 
in terms of critical success factors, this 


Figure 3: Determine value proposition 
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process would correspond to scoring the 
Organisation and its competitors on each 
of the customers’ success factors. Again it 
involves looking into the future to predict 
how competitors might improve, clearly a 
factor in planning how the organisation is 
to respond. SWOT analysis is one tool used 
here. 

From these three processes, the relative 
attractiveness of the different markets or 
segments can be evaluated. One tool of 
relevance here is Porter’s five forces model, 
showing the forces which shape industry 
competition and hence the attractiveness 
of a given market. 

The output will be some form of analysis, 
such as a ‘marketing audit’. One way of 
summing up much of the key information 
is a portfolio matrix such as a Boston 
Matrix or Directional Policy Matrix. Such 
a matrix provides a sensible basis for 
prioritisation amongst the many possible 
product/market combinations which the 
organisation could address. 

While this stage can be aided by IT tools, 
these are far from sufficient on their own. 


Determine value proposition 


The definition of the value proposition to 
the customer contains five sub-processes, 
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shown in Figure 3 (more commonly referred 
to as strategic marketing planning). 

The key input to this process is the 
prioritisation of target markets, based on 
an analysis of customer needs and the 
relative attractiveness of different customer 
segments, which was produced by the 
previous process. 

Before we can begin to plan our value 
proposition for each market, though, 
there is an important sub-process which 
is normally missing from planning 
methodologies: “Predict industry struc- 
ture”. This deals with the vital issue of 
how the industry structure might change, 
irrespective of any actions which we might 
take, as a result of channel innovations. 
Clearly if we are to be bypassed by our 
Suppliers, or if Our customers are likely 
to wish to buy via an e-hub rather than 
directly from us, we need to know about 
it. 

The next two sub-processes define the 
core of the value proposition to the 
customer. Whilst they can occur in either 
order, organisations typically start by 
defining the value they hope to receive 
from the segment: ‘Define objectives’. This 
involves defining marketing objectives 
in terms, for example, of market share, 
volume, value or contribution by segment. 

The other half of the equation is 
defining the value to be delivered to 
the customer in return. This price/value 
proposition can be thought of using 
the four ‘C’s: ‘Cost’, ‘Convenience’, 
‘Communications’ and ‘Consumer wants 
and needs’ (Lauterborn, 1990). These 
translate the four ‘P’s of marketing from 
what the organisation does to what the 
customer cares about. For example, the 
customer is concerned with convenience’ 
of purchase, which influences how the 
organisation will ‘place’ the product 
through distribution channels. Similarly, 
instead of ‘product’, we have ‘consumer 
wants and needs’ which are met by the 
product. The customer is interested in 
the total ‘cost’ to them, not necessarily 


just the up-front ‘price’. And finally, 
‘promotion’ translates into the two-way 
‘communications’ in which customers 
declare their requirements and learn 
about the organisation’s offerings. 

The fourth sub-process may involve 
iterations with the third one since, in 
defining the marketing strategies —- how the 
value is to be delivered and communicated 
— it may be necessary to reconsider what 
that value can actually be. We have listed 
the four major aspects of this process using 
the four ‘P’s. While separate plans, or plan 
sections, may be produced for each of 
these, the decisions are closely intertwined: . 
for example, the choice of distribution 
channel will impact what communications 
are feasible, what surrounding services 
can be delivered, and what price can be 
charged. 

Some reformulations of the four ‘P’s 
include others such as ‘Provision of 
customer service’, ‘People’; and ‘Processes’. 
We include customer service within 
‘Product/service’, as it is often difficult to 
separate the core product or service from 
Surrounding services, but clearly every 
aspect for the customer interaction needs 
to be planned for. ‘People’ and ‘Processes’ 
represent dimensions that certainly need 
to be planned, but we view them as arising 
from the consideration of the customer- 
focused four ‘P’s, by asking what changes to 
people or processes are necessary in order 
to achieve the desired product offering, 
price, place or promotions. 

Once these issues have been resolved, 
an estimate of the expected results of 
marketing strategies can be made, in 
terms of the costs to the organisation and 
the impact of the price/vale proposition 
on sales. This final step closes the loop 
from the original setting of objectives, as 
it mav be that iteration is required if it is 
considered that the strategies that have 
been defined are not sufficient to meet the 
financial objectives. 

The output from the ‘Determine 
value proposition’ process is typically 
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a Strategic marketing plan, or plans, 
covering a period of at least three years. 
In some cases, specific plans are produced 
for aspects of the four ‘P’s, such as pricing 
plan, an distribution plan, a customer 
service plan or a promotions plan. 
However, even no plans are produced, the 
organisation is implicitly taking decisions 
on the offer to the customer and how 
this offer is to be communicated and 
delivered. The content of these plans has 
to be communicated to and agreed with 
all departments or functions responsible 
for delivering the customer value spelled 
out in the plans. 


INTEGRATED MARKETING 
COMMUNICATIONS 


Before considering the delivery of value, 
we will give some further attention to 
promotion. Promotion is changing in a 
number of respects. New channels such as 
the Internet are emphasizing an already 
growing trend from mass media such as 
advertising through addressable media such 
as direct mail to interactive media such as 
call centres and the Web. Integrating these 


Figure 4; Define marketing strategy — promotion 
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channels within a coherent strategy is not 
an easy task. Writers on the new field of 
integrated Marketing Communications 
emphasise that before engaging on detailed 
planning for each medium — writing sales 
plans or promotions plans, for example - 
it is necessary to choose which medium to 
use for which customer interactions. This is 
illustrated in Figure 4. 

The choice of channel/medium is 
generally a complex one, involving dif- 
ferent media for different communications 
with the same customer. The organisation 
will also frequently wish to leave some 
options in the hands of the customer. 
For example, a Dell customer may find 
out about Dell from colleagues or from 
press advertising; investigate which 
product to buy, what the price is and what 
configuration is required using the Web; 
print our order details and pass them to 
the purchasing department to place the 
order via fax; check on the delivery time 
via telephone; take delivery via a parcel 
service; and obtain customer service using 
e-mail. Customers are no longer content to 
have the medium dictated by the supplier. 
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Having chosen the most appropriate 
medium for given customer contacts 
with particular segments, the traditional 
planning by medium can then be 
conducted. The choice of medium is clearly 
closely intertwined with the distribution 
strategy. Distribution channels often have 
a mix of purposes, providing both a means 
of conveying a physical product to the 
customer, and a medium for information 
exchange. A garage, for example, provides 
information on the model, an opportunity 
for a test drive, a location where price 
negotiations can occur, and a step in the 
physical delivery of the car to the customer. 
A clothes shop provides a location where 
the information exchange of trying on 
a garment and feeling it can occur, in a 
way which is difficult to replicate using 
direct marketing approaches. So the focus 
of promotion on information exchange 
is closely linked to the physical issues of 
distribution. However, considering the 
two separately can result in new solutions, 
such as direct banking, Web shopping 
for CDs (which may need to be sampled 


Figure 5: Delivery value proposition 
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but will not need to be felt physically), 
and complementing the sales force with 
telemarketing and websites for minor 
transactions or less important customers in 
business-to-business markets. 


DELIVER VALUE PROPOSITION 


The third major process is to deliver the 
value proposition. This is illustrated in 
Figure 5. The major input to this process 
is the strategic marketing plan(s) derived 
from the previous stage. 

This starting-point for our analysis of this 
process was Porter’s value chain (1980). 
This is reflected in the tasks we have listed 
within “Deliver the product/service” in 
the top half of the figure: research and 
development, leading to inbound logistics, 
then through operations to outbound 
logistics and finally to service. 

However, we suggest that there are a 
number of marketing activities which 
shadow these value chain activities, under 
the general heading of ‘Communicating 
the offer’. Porter placed ‘Marketing’ after 
‘Operations’ in the value chain, but in 


Products 





Communications 


' 
Behaviour (e.g. 
- conversion rates | 

| 


Marketing malpractice and the future of marketing 61 


today’s ‘Operations’ in the value chain, 
but in today’s one-to-one world, these 
communications can occur in parallel with 
all the tasks involved in value delivery. One 
might, for example, check a product with 
customers at the R&D stage. The product 
may be tailored by the customer, resulting 
in different components being bought in, 
assembled and delivered. And so on. 
Communicating the offer is typically 
managed by designing, implementing 
and monitoring a number of marketing 
communications programmes. A commu- 
nication programme could be, for example, 
a direct mail campaign; an advertising 
campaign; a series of sales seminars; 
an in-store promotion; and so on. We 
have also stretched the term ‘marketing 
communications programmes’ to include 
management of such media as the sales 
force, which may be managed in a more 
continuous way, with annual targets broken 
down by quarter or month. Whatever the 
medium, the campaign will be aiming 
to contribute to one or more of the tasks 
listed in Figure 5 within the ‘Design and 
implement marketing communication 


Figure 6; Re-thinking the sales process 
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programmes’ box. The tasks may have 
an unfamiliar look: in order to represent 
the interactive, one-to-one nature of 
today’s marketing, we have renamed the 
classic steps in the sales process. Figure 6 
illustrates traditional views of the Sales 
and purchasing process, with this revised, 
interaction perspective between the two. 

Traditional “push-based” models of 
marketing, in which after the product is 
made, prospects are found and persuaded 
to buy the product, are illustrated on the 
left. The delivery and service that follow are 
operational functions with little relationship 
to marketing. Traditional models of buyer 
behaviour, illustrated on the right of the 
figure, assume more rationality on the part 
of buyers, but underplay the importance 
of what the buyer says back to the seller. 
The seller’s offer is assumed to be predeter- 
mined, rather than developed in con- 
junction with the buyer. 

The stages of the process of communica- 
ting value are therefore described as 
follows: 

e “Recognise exchange potential” 
replaces “category need” or “problem 
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recognition”. Both sides need to 
recognise the potential for a mutual 
exchange of value. 

e “Initiate dialogue” replaces “Create 
awareness” or “Prospecting”. The dia- 
logue with an individual customer may 
be begun by either party. One feature of 
the Web, for example, is that on many 
occasions, new customers will approach 
the supplier rather than vice versa. 

e “Exchange information” replaces 
“Provide information”. If we are to 
serve the customer effectively, tailor 
our offerings and build a long-term 
relationship, we need to learn about 
the customer as much as the customer 
needs to learn about our products. 

e “Negotiate/tailor” replaces “Persuade”. 
Negotiation is a two-way process which 
may involve us modifying our offer in 
order better to meet the customer's 
needs. Persuading the customer instead 
that the square peg we happen to have 
in stock will fit their round hole is not 
likely to lead to a long and profitable 
relationship. 

¢« “Commit” replaces “Close sale”. Both 
sides need to commit to the transaction, 
or to a series of transactions forming the 
next stage in a relationship, a decision 
with implications for both sides. 

e “Exchange value” replaces “Deliver” 
and “Post-sales service”. The “Post-sales 
service” may be an inherent part of the 
value being delivered, not simply a cost 
centre, as it is often still managed, 
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One-to-one communications and _ prin- 
ciples of relationship marketing, then, 
demand a radically different sales process 
from that traditionally practiced. This point 
is far from academic, as an example will 
illustrate. The company in question pro- 
vides business-to-business financial services. 
Its marketing managers relayed to us their 
early experience with a Website which was 
enabling them to reach new customers 
considerably more cost-effectively than 
their traditional sales force. When the Web 
site was first launched, potential customers 
were finding the company on the Web, 
deciding the products were appropriate on. 
the basis of the Web site, and sending an 
email] to ask to buy. So far, so good. 

But stuck in a traditional model of the 
Sales process, the company would allocate 
the “lead” to a salesperson, who would 
phone up and make an appointment, 
perhaps three weeks’ hence. The customer 
would by now probably have moved on 
to another online supplier who could sell 
the product today, but those that remained 
were subjected to a sales pitch, complete 
with glossy materials, which was totally 
unnecessary, the customer having already 
decide to buy. Those that were not put off 
would proceed to be registered as able to 
buy over the Web, but the company had 
lost the opportunity to improve its margins 
by using the sales force more judiciously. 

In time, the company realised its 
mistake, and changed its sales model and 
reward systems to something close to our 
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Figure 8: The Sun worshippers 
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‘interaction perspective’ model. Unlike 
those prospects which the company 
proactively identifed and _ contacted, 


which might indeed need “selling” to, 
many new Web customers were initiating 
the dialogue themselves, and simply 
required the company to respond 
effectively and rapidly. The sale force were 
increasingly freed up to concentrate on 
major clients and on relationship building. 
The changing nature of the sales process 
clearly raises questions for the design of 
marketing communications, such as: Who 
initiates the dialogue, and how do we 
measure the effectiveness of our attempts 
to do so across multiple channels? How do 
we monitor the effectiveness not just of 
what we say to customers but what thev sav 
back? And how about the role of marketing 
communications as part of the value that 


is being delivered and paid for, not just as 
part of the sales cost? 

The effectiveness of any organisation’s 
channel and communications plan 
will clearly depend on determining the 
appropriate medium for the different 
stages outlined in the centre of figure 6. 
The principles involved are spelled out in 
Figure 7 

Two adapted examples follow of an 
attempt by a major global travel company 
to understand the information seeking and 
purchasing processes of different segments. 
These are given as figures 8 and 9. From 
these two of seven different segments, it can 
be seen that the behaviour of each is totally 
different. Without such segmentation 
knowledge, an integrated communications 
plan would be impossible. 

The programmes will then need monito- 
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Figure 9: Alan and Alice Active 
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ring. We distinguish the monitoring of the 
effectiveness of particular programmes, 
measured in such terms as response rates 
to a direct mail campaign or awareness and 
attitudes arising from advertising, from 
monitoring of the overall value delivered 
to the customer, which forms the next 
major process. 

Outputs which come from the value chain 
activities are products and services. An 
important output from the communication 
sub-processes is customer information: what 
the customer’s problems or issues are, the 
particular needs arising from these, what 
products and services are purchased, what 
complaints have been made, and so on. 

Today, this ‘Deliver Value’ stage involves 
IT at every turn — sales force automation, 
call centres, the Internet and the front- 
office CRM systems that underpin them. 


MONITOR VALUE 


Monitoring the value delivered to the 
customer, and received from the custo- 
mer, is the purpose of “Monitor value”, 
illustrated in Figure 10. 

There are four main areas where 
monitoring can occur, corresponding to 
the main types of information dealt with 
in the planning processes of ‘Understand 
value’ and ‘Determine value proposition’. 

First, the organisation can monitor 
whether the value the customers actually 
require corresponds to the previous 
analysis of customer requirements carried 
Out as part of ‘Understand value’. The 
information for this may be gained partly 
from the information gained in the ‘Deliver 
value proposition’ process, or it ma¥ require 
special activity such as market research. 

Second, the value delivered can be 
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Figure 10: Monitor value 
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value proposition’ process. As all aspects 
of value are as measured by the customer’s 
perception, this will again involve asking 
the customer by some means, 

The organization will also wish to monitor 
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the value it receives against the marketing 
objectives defined during ‘Develop value 
proposition’. This is the area that most 
organisations are best at, through monthly 
analysis of sales by product, channel and so 
on (though analysis by segment or customer 
is often poorer than analysis by product, 
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with customer profitability or lifetime 
value generally difficult to obtain), But as 
the financial] results are a result of customer 
satisfaction, monitoring the value delivered 
to the customer is equally important, and 
for many organisations, one of the simplest 
ways of improving performance. 

Finally, the overall effectiveness of the 
marketing strategies by which the value 
was delivered may be evaluated. 

Figure 11 shows a consolidated summary 
of the marketing process. 


MARKETING’S ROLE IN VALUE CREATION 


There is, however, one final, but crucial 
piece of the jigsaw to put in place. Table 
18 states clearly that marketing can and 
should have a central role to play in creating 
sustainable competitive advantage 


Table 18: The purpose of strategic marketing 
planning 


The overall purpose of strategic marketing and its 


principal focus is the identification and creation of 
sustainable competitive advantage 





Source: Professor Malcom McDonaid, Cranfield 
School of Management 


Figure 12 shows a typical array from any 
stock exchange of the relationship between 
risk and return, the dia 
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wealth, known generally as Shareholder 


Figure 13: The route to sustainable competitive advantage (SCA) 
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Value Added, Economic Value Added, 

positive net present value, super profits, 

sustainable competitive advantage and so 

on. Figure 13 shows diagrammatically how 

sustainable competitive advantage can be 

achieved. 

As Doyle has pointed out (2000}, modern 

finance is based on four principies: 

¢ cash flow (the basis of value} 

¢ the true value of money 

e¢ the opportunity cost of capital (other 
investments of a similar risk) 

¢ the concept of net present value (the 
sum of the net cash flows discounted 
by the opportunity cost of capital) 


Also, he pointed out that, whilst 
accountants do not measure intangible 
assets, the discrepancy between market and 
book values shows that investors do. Hence, 
expenditures to develop marketing assets 
make sense if the sum of the discounted 
cash flow they generate is positive. 

A little thought will indicate that 
every single corporate activity, whether 
it be R&D, IT, purchasing or logistics, is 
ultimately reflected in the relative value 
put on a firm’s offer by its customers. The 
marketing function, as defined in Figure 1, 
(but particularly the strategic roles outlined 
in boxes 1 and 2) is central to this, as every 
one of the four, (or five, six or seven Ps) can 
only be improved by the whole organisation 
focussing its attention on its customers. 


CONCLUSION 


In conclusion, we must find a way of 
escaping from the increasing proclivity of 
the academic community to creep further 
and further into the more esoteric groves of 
academe, talking about increasingly narrow 
issues in an increasingly impenetrable 
language to an increasingly narrow 
audience. We must address issues which 
are of concern to the real world and which 
are central to business success. We can, in 
doing this, be academic and rigorous, but 
we must then learn to translate our findings 
Into actionable propositions. 
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